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EDITOR'S  PREFACE 

To  understand  properly  any  accounting  system  one 
must  begin  at  the  bottom,  with  the  initial  transactions 
of  a  business,  and  trace  and  analyze  every  step  through 
to  the  culminating  point.  Then,  and  not  before,  can 
one  be  in  a  position  to  suggest  either  improvements  or 
a  complete  reconstruction  of  the  system.  In  this  vol- 
ume the  author  has  put  before  the  reader  various  typical 
systems  and  has  explained  their  workings  in  detail  and 
the  results  achieved  by  their  operation.  It  would  be  im- 
possible in  a  single  volume  to  describe  all  the  systems  that 
are  in  use  or  that  might  be  recommended  by  practicing 
public  accoimtants.  This  volume  attempts  no  such  task. 
Its  main  purpose  is  to  enable  the  reader,  by  numerous 
concrete  illustrations,  to  get  a  grasp  of  the  underlying 
principles  of  system-building  and  so  to  be  able  to  ap- 
praise justly  any  system  in  operation,  to  suggest  needed 
improvements,  or  to  create  a  new  system  if  the  old  is 
f  oimd  inadequate. 

Any  business  man  will  find  the  volume  worthy  of 
careful  reading,  for  it  will  give  him  a  broader  view  of 
the  working  of  his  own  system  and  enable  him  to  im- 
prove it  from  time  to  time.  To  practicing  accountants 
it  will  be  valuable  because  of  its  handy  references  for 
many  typical  financial,  mercantile  and  railroad  organi- 
zations. To  the  student  of  accountancy  it  will  serve  as 
a  guide  and  text  book,  illustrating  and  supplementing 
the  lessons  taught  in  Volume  III,  Accounting  Theoey 
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vi  EDITOR^S  PREFACE 

AND  Practice,  and  Volume  XI,  Auditing  and  Cost 
Accounts. 

The  author  is  a  successful  practicing  accountant  who 
has  had  much  experience  as  a  teacher  of  adults  in 
university  classes.  The  following  chapters,  supple- 
menting Doctor  Moxey's  work,  were  written  by  the 
specialists  named  below: 

Chapters  IX  and  X,  on  the  accounts  of  banking  in- 
stitutions, by  Mr.  Howard  McNayr  Jefferson,  staff 
lecturer  on  banking  practice  in  New  York  University 
School  of  Commerce. 

Chapter  XI,  a  system  of  accounts  for  a  brewery  es- 
tablishment by  Mr.  Otto  A.  Grundman,  special  lecturer 
in  the  New  York  University  School  of  Commerce. 

Chapters  XXI-XXIII,  on  the  accounts  of  estate 
executors  and  administrators,  by  Mr.  Harold  Dudley 
Greeley,  staff  lecturer  in  the  New  York  University 
School  of  Conmoierce. 

There  would  have  been  little  demand  for  a  volume  of 
this  sort  a  dozen  years  ago,  for  few  business  men  then 
realized  the  importance  of  system  in  the  record  of  their 
transactions.  But  during  the  last  decade,  largely  ow- 
ing to  the  intelligent  activity  of  public  accountants  and 
to  the  educative  influence  of  their  organizations,  the  im- 
portance of  scientific  system-building,  as  well  as  of 
scientific  business  management,  is  beginning  to  be  ap- 
preciated. 

Joseph  Fbench  Johnson. 
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ACCOUNTING  SYSTEMS 


CHAPTER  I 

INTRODUCTION 

1.  Installation  of  accou/nting  systems. — The  proper 
installation  of  accounting  systems  requires  an  exacting 
and  difficult  training,  the  power  to  accurately  analyze 
new  situations,  to  conduct  independent  research,  and  to 
judge  intelligently  of  the  relative  value  of  data,  f  A 
successful  accounting  system  is  one  created  to  meet  the 
particular  needs  of  the  business  for  which  it  is  intended, 
and  not  a  general  system  forced  on  the  business  regard- 
less of  its  individual  requirements.  ]  Many  accountants 
are  confused  concerning  the  principles  which  should 
govern  the  construction  of  an  accounting  system.  The 
public  at  large  is  completely  ignorant  upon  this  matter. 
As  a  consequence,  many  concerns  do  a  flourishing  busi- 
ness in  installing  "accounting  systems"  which  are  built 
up  around  some  mechanical  device,  such  as  a  system  of 
filing  cards  or  other  patented  article.  Such  firms  make 
a  practice  of  building  their  accounting  systems  around 
their  product  and  making  the  business  fit  the  system, 
regardless  of  considerations  of  economy  and  efficiency. 
Their  work  is  most  unfortunate,  for  the  injury  con- 
tinues as  long  as  the  system  is  used.  Unnecessary 
expense  is  inevitable;  losses  and  friction  can  hardly  be 
avoided;  and  the  operation  of  the  entire  plant  is  neces- 
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sarily  hindered  and  restricted. 
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The  professional  accountant  should  have  no  hobbies, 
nor  be  prejudiced  in  favor  of  any  mechanical  device  or 
system.  He  should  approach  the  question  with  an  open 
mind,  studying  it  as  a  scientific  problem,  and  diagnosing 
for  its  needs  as  the  physician  does  for  an  ailing  patient. 
He  must  thoroughly  acquaint  himself  with  the  mechan- 
ical operations  of  the  business.  He  must  understand 
the  character  of  the  records  which  are  desirable  and 
then,  as  a  final  step,  construct  a  system  of  accounts 
which  will  present  accurately  the  results  of  operation 
and  show  clearly  those  facts  which  will  be  of  value  to 
the  executive  officers. 

2,  Accounting  systems  similar. — To  approach  the 
study  of  modern  accounting  systems  without  a  definite 
plan  of  work,  or  some  intelligent  and  logical  grouping 
of  the  many  forms  of  accounts  in  common  use,  would 
lead  to  unsatisfactory  results.  While  each  system  dif- 
fers from  every  other  in  minor  particulars,  yet  a  large 
number  of  them  are  so  similar  in  form  as  evidently  to 
have  been  created  to  meet  similar  needs.  Instead, 
therefore,  of  a  multitude  of  systems  each  diff'erent  from 
the  other,  we  have  but  a  few  groups  radically  diff'erent 
from  one  another,  each  of  which  is  in  turn  composed  of 
the  accounting  systems  for  many  businesses  which  are 
almost  identical.  The  explanation  for  this  close  simi- 
larity between  accounting  systems  is  found  in  the  fact 
that  the  organization  of  these  businesses  is  so  alike  and 
the  problems  of  production  and  distribution  so  similar 
that  the  same  accounting  system  will  suffice,  with  slight 
alterations,  for  each  unit  within  the  group.  The  reason 
why  all  the  systems  do  not  follow  the  same  general  lines 
is  not  due  to  the  whim  or  caprice  of  the  accountant,  but 
is  because  of  the  radical  diff'erence  in  the  problems  which 
must  be  solved. 
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8.  Essentials  of  an  accounting  system. — ^The  account- 
ant in  installing  his  system  follows  a  few  general  prin- 
ciples very  simple  in  their  character  and  scope.  He 
huilds  his  accounting  structure  upon  the  humble  foun- 
dations of  double  entry  bookkeeping.  The  general 
principles  of  debit  and  credit  should  always  be  observed 
and  utilized  for  the  recording  of  every  business  trans- 
action. He  selects"  such  books,  from  those  in  common 
use  in  double  entry  bookkeeping,  as  may  be  useful  in 
the  particular  situation  with  which  he  has  to  deal. 
Those  which  have  no  place  in  the  business  he  discards, 
for  the  keeping  of  such  books  would  serve  no  useful 
purpose  and  be  a  useless  e:^pense.  Around  these  gen- 
eral books  he  builds  up  sucli  auxiliary  books  and  records 
as  in  his  judgment  will  secure  the  proper  handling  of 
the  business  of  the  concern  and  be  best  fitted  for  the 
summarization  of  its  operations  and  the  recording  of 
its  results.  He  uses  vouchers,  time  cards,  inventory 
sheets,  pay  rolls,  and  every  other  device  known  to  mod- 
ern accountancy,  whenever  they  will  serve  a  useful  pur- 
pose. His  aim,  throughout  his  work,  is  to  secure  a 
system  insuring  the  most  accurate  records,  giving  the 
most  illuminating  view  of  the  condition  of  the  business, 
and  requiring  the  minimum  amount  of  expense  and 
time.  This  book  has  been  planned  with  a  view  to  show- 
ing how  this  can  best  be  accomplished. 

Where  any  of  the  forms  or  books  referred  to  are  not 
in  such  general  use  as  to  be  familiar  to  the  reader  they 
are  reproduced,  in  order  that  he  may  have  an  accurate 
knowledge  of  them.  The  businesses  are  considered  in 
the  order  of  the  difficulty  of  the  accounting  problems 
which  they  present,  the  simplest  organizations  are 
studied  fibrst,  and  the  most  difficult  left  until  the  last. 
Each  accounting  system  discussed,  therefore,  logically 
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follows  that  which  has  preceded  it.  Each  business  con- 
sidered is,  moreover,  a  type  of  many  other  industries 
whose  accounting  systems  are  almost  identical.  We 
find,  for  example,  that  the  accounting  system  of  a  trust 
company  or  a  savings  bank  is  in  most  respects  hke  that 
of  a  bank;  branch  store  accounting  is  an  almost  direct 
adaptation  of  the  accounting  system  of  the  department 
store;  and  the  electric  ligbt^  company  and  the  water 
company  use  systems  almost  identical  with  that  of  the 
gas  company. 

4.  First  group  of  accounts. — In  private  accounting 
the  natural  method  of  treatment  is  to  consider  first  those 
concerns  which  do  a  strictly  cash  business,  and  whose 
accounting  systems,  therefore,  require  only  those  gen- 
eral books  which  deal  with  cash  transactions — ^the  cash 
book  and  the  ledger.  The  first  records  the  receipts  and 
payments  of  money  in  chronological  order,  while  the 
second  classifies  the  records  and  shows  the  nature  and 
extent  of  the  assets  and  liabilities  of  the  institution.  The 
ledger  is  used  because  it  is  a  convenient  way  of  rear- 
ranging under  certain  accounts  the  records  originally 
shown  by  the  cash  book.  This,  in  brief,  is  the  account- 
ing system  of  the  building  and  loan  associations,  of 
insurance  companies  and  banking  institutions.  Upon 
this  foundation  is  built  up  a  superstructure  of  subsidiary 
books  and  records — some  financial,  others  merely  statis- 
tical— ^adapted  to  meet  the  requirements  of  each  busi- 
ness. 

6.  Second  group. — The  second  general  grouping  of 
private  accounts  consists  of  those  businesses  which  in 
addition  to  a  cash  business  deal  also  on  credit.  In  such 
businesses  the  accounting  system  is  necessarily  more 
complex  than  in  a  strictly  cash  business.  In  addition 
to  the  cash  book  and  ledger  the  accountant  installs  a 
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purchase  book  and  a  sales  book.  The  former  is  used 
for  keeping  a  record  of  goods  received  from  various 
vepdors,  and  the  latter  records  the  disposition  of  the 
goods  by  the  company  to  sundry  customers.  Finally, 
in  addition  to  the  merchandise  books,  most  businesses  in 
this  group  keep  a  journal  for  recording  transactions 
other  than  those  connected  with  the  purchase  and  sale 
of  goods  and  the  receipt  and  payment  of  money.  In 
this  book  is  recorded  the'  entries  showing  receipts  of 
notes  from  customers  and  the  giving  of  notes  to  cred- 
itors, and  the  closing  entries  to  show  profit  and  loss  for 
any  given  period.  The  journal  also  furnishes  a  con- 
venient place  for  making  adjusting  entries  in  correcting 
errors  which  may  have  been  discovered  in  the  other 
books.  Around  these  principal  books  are  built  up  a 
system  of  auxiliary  books  which  owe  their  existence  to 
the  convenience  and  saving  which  they  effect.  This  is 
the  skeleton  of  the  accounting  system  of  the  retail  and 
the  department  stores  and  of  all  selling  and  manuf  actur- 
.ing  concerns. 

6.  Subdivision  of  ike  second  group. — ^It  seems  ad- 
visable to  make  several  subdivisions  of  this  general 
group.  The  accoimting  for  selling  organizations  fol- 
lows closely  the  general  lines  already  laid  down.  Those 
businesses,  however,  which  are  engaged  in  manufactur- 
ing find  it  advisable  to  keep  an  accurate  accoimt  of  the 
detailed  cost  of  production.  This  is  done  by  a  system 
of  cost  keeping,  which  is  in  reality  a  set  of  subsidiary 
records,  whose  results  are  summarized  in  the  principal 
books.  Cost  keeping  is  founded  upon  well-established 
principles.  The  various  methods  of  keeping  costs,  and 
the  relative  value  of  each  method,  are  discussed  in  detail 
in  Volume  XI  of  Modem  Business. 

7.  Third  group. — The  third  group  is  composed  oifi 
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public  utility  corporations.  These  businesses  use  the 
same  general  books  as  do  all  other  industries,  but  special 
problCTM  in  the  collection  of  revenue  and  the  handling 
of  operating  expenses  are  encountered.  This  necessi- 
tates a  combination  of  the  sales  book  with  the  customer's 
ledger,  giving  us  a  composite  record  known  as  the  con- 
sumer's ledger.  Because  of  the  public  interest  in  the 
operation  of  these  companies,  the  law  has  furnished  a 
more  or  less  rigid  classification  of  operating  accounts 
in  the  general  ledger,  to  show  accurately  the  results  of 
the  operation  of  the  business  and  the  sources  of  the 
funds  invested  in  permanent  improvements. 

8.  Final  group. — The  final  group  consists  of  public 
service  corporations.  The  steam  railroad  presents  spe- 
cial problems  because  of  the  enormous  volume  of  trans- 
actions that  must  be  recorded  and  the  consequent  diffi- 
culty in  securing  economical  and  efficient  accounting 
methods  and  a  speedy  summarization  of  results  in  the 
general  books.  Street  railway  accounting  is  included 
because  it  presents  unusual  problems  and  is  a  combina- 
tion of  a  cash  business  with  one  dealing  on  credit.  We 
find,  therefore,  that  its  accounting  system  resembles 
that  of  financial  institutions  in  dealing  with  receipts  and 
that  of  trading  companies  in  regard  to  disbursements. 

Public  accounting  presents  problems  of  a  unique 
nature  and  has,  therefore,  been  treated  independently. 
The  accounting  for  decedents'  estates  also  has  little  in 
conmion  with  other  methods  of  accounting  and  has  been 
given  independent  treatment. 
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BUSINESS  OF  A  BUILDING  AND  LOAN  ASSOCIATION 

9.  Origin  of  the  building  and  loan  association. — The 
two  financial  institutions  which  have  been  of  greatest 
service  to  working  men  and  others  of  moderate  means 
are  the  savings  bank  and  the  building  and  loan  associa- 
tion. The  former,  while  of  great  value  to  the  com- 
munity, did  not  meet  the  demands  of  those  in  humble 
circumstances  who  desired  assistance  in  the  construction 
of  their  homes.  The  savings  bank  furnished  the  means 
by  which  they  could  save  the  amount  necessary  to  build 
their  houses,  but  it  forced  upon  them  a  long  delay  while 
this  money  was  accumulating.  A  keen  desire  was  felt 
for  some  method  by  which  the  house  could  be  built,  and 
paid  for  later.  No  financial  institution,  however,  would 
lend  money  to  people  whose  chief  asset  was  their  health 
and  wage-earning  capacity;  and  it  was  not  until  some 
genius  devised  the  building  and  loan  association,  and 
instituted  the  first  organization  of  this  kind  in  Frank- 
ford,  a  suburb  of  Philadelphia,  in  1881,  that  this  demand 
was  met. 

The  building  society  became  a  prominent  part  of  our 
financial  organization  in  the  decade  between  1840  and 
1850. 

10.  Differences  between  a  savings  bank  and  a  buUd- 
ing  association. — The  building  association  differs  from 
the  savings  bank  in  that  its  investments  are  made  in 
real  estate  loans  instead  of  in  securities.  The  loans  are 
made  to  its  members — ^who  correspond  to  the  depositors 
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of  the  bank — ^and  are  later  paid  back  in  installments  out 
of  the  future  savings  of  these  people. 

The  two  distinguishing  characteristics  of  a  building 
association  are,  first,  that  every  borrower  is  also  a  stock- 
holder; and,  second,  that  the  capital  of  the  association 
is  represented,  not  by  the  par  value  of  the  capital  stock, 
but  by  the  combined  savings  of  its  members,  together 
with  the  interest  and  premiums  paid  to  the  association 
by  borrowing  members,  less  a  small  deduction  for  ex- 
penses. The  ordinary  association  finds  a  sufiident  de- 
mand for  its  money  among  its  members  (who  are  always 
given  the  preference  in  borrowing) ,  with  the  result  that 
it  is  rare  to  have  a  society  seeking  outside  investments. 

11.  Methods  of  issuing  stock. — The  stock  is  issued 
according  to  one  of  several  plans.  The  most  commonly 
used  method  is  that  of  issuing  various  series  of  stock 
starting  at  different  dates.  The  face  value  of  a  share 
is  usually  $200,  but  the  actual  value  never  reaches  ihis 
amount  until  the  share  is  paid  up  and  called  in  by  the 
association  for  cancellation. 

The  subscriber  to  the  stock  of  a  building  association 
pays  for  it  in  installments.  These  usually  take  the  form 
of  dues  which  are  generally  $1  per  share  per  month. 
The  total  contribution  of  the  shareholder  from  dues  is 
augmented  by  his  proportionate  share  of  the  profits  of 
the  association,  which  is  credited  to  him  according  to 
one  of  several  methods.  When  the  total  of  dues  and 
profits  equals  the  face  value  of  the  stock  it  is  said  to 
mature.  If  the  member  has  borrowed  from  the  asso- 
ciation, the  maturing  of  his  stock  marks  the  end  of  his 
indebtedness;  the  stock  is  called  in  and  canceled,  being 
taken  by  the  association  to  satisfy  the  mortgage  debt 
upon  the  member's  property. 

It  will  be  seen  from  the  foregoing  that  the  value  of 
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a  share  of  unmatured  building  association  stock  is  not 
the  par  value  printed  on  its  face,  but  a  constantly  vary- 
ing amount.  In  reality,  the  stock  has  two  values — 
first,  the  holding  or  "book  value,"  which  is  the  accumu- 
lated dues  which  have  been  paid  in  plus  the  member's 
proportionate  share  of  the  association's  profits;  and,  sec- 
ond, a  "withdrawal  value"  which  the  association  agrees 
to  pay  to  a  member  who  withdraws  from  the  association 
before  his  stock  matures.  The  withdrawal  value  is 
ahnost  always  less  than  the  book  value. 

12.  Types  of  associations. — ^Building  associations  are 
organized  in  numerous  ways,  but  there  are  four  prin- 
cipal types  in  existence.  These  are  associations  organ- 
ized upon,  first,  "the  terminating  plan";  second,  "the 
serial  plan";  third,  "the  permanent  plan";  and,  fourth, 
"the  Dayton"  or  "the  Ohio  plan." 

13.  The  terminating  plan. — The  terminating  plan 
was  the  first  to  be  worked  out  and  is  the  simplest  form 
of  organization.  Under  this  arrangement  all  the  stock 
is  issued  at  the  time  of  organization  of  the  association 
and  consequently  all  matures  at  the  same  time.  With 
the  maturity  of  the  stock  the  association  goes  out  of 
existence.  Under  this  plan  the  association  has  but  one 
series  of  stock  and  any  member  who  comes  in  at  a  later 
date  is  required  to  pay,  at  the  time  of  his  admission, 
not  only  the  back  dues,  but  also  an  amount  correspond- 
ing to  his  proportionate  part  of  the  accumulated  profits 
of  the  association;  in  other  words,  he  puts  in  the  book 
value  of  his  stock  as  though  he  had  been  carrying  it  from 
the  time  of  its  original  issue. 

14.  The  serial  plan. — The  serial  plan  is  an  extension 
of  the  terminating  plan.  Instead  of  one  issue  of  stock, 
there  are  several  issues  put  out  at  different  dates,  usually 
at  some  stated  period — say  once  every  year.    The  asso- 
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ciation  does  not  terminate  with  the  maturity  of  the  first 
series,  but  continues  in  existence  usually  for  an  indefinite 
period,  for  new  series  are  constantly  being  issued  which 
must  run  their  natural  course  to  maturity.  The  stock 
is  classified  according  to  the  date  of  its  issue.  All  shares 
of  the  same  series  have  an  equal  value  at  any  given  date- 
When  the  total  dues  and  profits  of  a  share  equal  $200, 
the  series  is  paid  off  and  canceled. 

A  building  association  conducted  on  the  serial  plan 
is  very  much  like  a  number  of  associations  organized  on 
the  terminating  plan,  but  all  operated  under  one  man- 
agement. The  principal  problems  in  building  associa- 
tion accounting  arise  from  the  co-existence  of  these  series 
of  stock,  each  with  a  different  date  of  beginning,  and 
possibly  also  each  having  a  different  number  of  shares. 
Each  of  these  series  has  a  different  value  depending 
upon  its  age,  the  older  ones  having  claim  to  a  larger 
share  of  the  association's  profits. 

16.  The  permanent  pUm. — The  permanent  plan  is  a 
further  development  of  the  serial  plan.  Under  this 
plan  there  are  no  stated  periods  for  the  issue  of  stock, 
and  a  member  may  take  out  shares  at  any  time.  Each 
member's  stock  practically  constitutes  a  separate  series, 
and  is  paid  off  when  it  reaches  the  book  value  of  $200 
a  share.  Under  the  permanent  plan  the  problem  of  dis- 
tributing profits  is  even  more  complicated  than  under 
the  serial  plan. 

16.  The  Ohio  or  Dayton  plan. — The  most  complex 
organization  is  that  provided  by  the  Dayton  or  Ohio 
plan.  The  distinguishing  characteristic  of  this  plan  is 
the  fact  that  members  are  not  required  to  pay  a  stated 
amount  of  dues  on  a  given  date,  as  in  the  preceding 
plans,  but  may  make  payments  in  such  amounts  and  at 
such  intervals  as  are  most  convenient. 
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Under  this  plan  the  amounts  contributed  are  first 
applied  to  the  interest  on  the  member's  loan,  while  the 
remainder,  if  any,  is  entered  in  his  membership  book 
and  credited  on  his  stock.  There  is  practically  no  dif- 
ference between  such  an  association  and  a  savings  bank 
except  that  the  funds  of  the  organization  are  lent  to 
the  depositors  instead  of  being  invested  in  outside  cor- 
porate securities. 

17.  Method  of  deciding  on  the  degirabiUty  of  loans. — 
An  interesting  part  of  the  business  of  the  building  asso- 
ciation is  the  method  by  which  applications  for  loans  are 
decided  upon.  The  security  for  the  loans  made  to  mem- 
bers is  twofold:  First,  a  mortgage  lien  upon  the  prop- 
erty to  be  improved;  and,  second,  the  borrower's  stock 
in  the  association.  Recently,  building  associations  have 
begun  to  accept  collateral  deposits  of  stocks  and  bonds 
of  other  corporations  instead  of  mortgages  upon  real 
estate  as  a  basis  of  money  loans.  Where  this  is  done 
the  organization  is  not  very  different  from  a  savings 
bank.  Temporary  loans  are  made  by  most  associations 
on  the  security  of  the  member's  stock,  the  amount  lent 
in  such  cases  being  usually  less  than  the  withdrawal 
value. 

The  success  of  a  building  association  depends  very 
,  largely  upon  the  business  acumen  and  attentiveness  of 
J  its  board  of  directors,  which  is  the  governing  body  and 
which  decides  upon  all  applications  for  loans. 

When  an  application  for  a  loan  is  received,  the  board, 
either  through  a  committee  or  in  its  entirety,  reviews 
the  security  offered.  If  the  member  proposes  to  con- 
struct a  house  upon  a  lot  which  he  owns,  they  take  into 
consideration  the  value  of  the  lot  and  the  value  of  the 
property  when  completed  according  to  the  plans  which 
he  proposes.     They  then  decide  whether  the  association 
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would  be  safe  in  lending  the  amount  applied  for.  The 
loan  is  usually  made  in  such  cases  so  as  to  insure  that  the 
money  will  be  invested  in  the  building.  The  association 
takes  a  mortgage  covering  the  house  and  lot. 

Where  the  application  is  for  a  loan  upon  a  completed 
building,  the  board  considers  the  selling  price  of  the 
building  and  determines  the  amount  which  can  with 
safety  be  lent  upon  it.  In  such  cases  it  is  usual  to 
require  that  some  portion  of  the  piu*chase  money  be 
advanced  by  the  member. 

18.  Security  for  loans. — ^Experience  has  shown  that 
building  associations  can  lend  with  safety  a  larger  per- 
centage upon  the  value  of  properties  than  trust  com- 
panies or  other  financial  institutions.  There  are  two 
reasons  for  this.  The  first  is  that  the  amount  of  the 
risk  is  constantly  diminishing  from  the  day  the  loan  is 
made.  The  association  holds  the  stock  of  the  member 
as  additional  security  for  the  loan,  and,  as  the  value  of 
the  stock  is  constantly  increasing,  the  amount  which  must 
be  realized  from  the  property  in  order  to  secure  a  return 
of  the  loan  grows  smaller  eadi  month. 

The  second  reason  is  that  the  building  association 
member  will  make  a  harder  fight  to  meet  his  financial 
obligations  than  the  ordinary  mortgage  borrower.  His 
interest  payments  come  once  each  month  instead  of  per- 
haps once  or  twice  a  year.  The  saving  of  the  interest 
is,  therefore,  a  continuous  matter.  In  addition,  the 
member  sees  his  indebtedness  being  constantly  reduced 
through  the  increase  in  the  value  of  his  shares  of  stock 
whose  maturity  will  eventually  cancel  the  mortgage; 
he  feels  that  he  is  making  progress  and  will  exert  his 
utmost  endeavors  to  meet  his  association  dues. 

19.  Methods  of  making  loans. — The  report  of  the 
Conmiissioner  of  Labor  already  referred  to  describes 
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seventy  different  plans  of  making  loans  to  applicants. 
There  are,  however,  only  a  few  of  these  in  general  use. 
The  simplest  plan  is  to  make  loans  to  applicants  in  the 
order  in  which  they  apply  at  a  fixed  rate  of  interest, 
say  %  of  1  per  cent  per  month,  without  premiums. 
This  scheme  usually  leads  to  friction  and  does  not  always 
enable  the  association  to  make  the  largest  possible 
profits. 

A  second  plan  was  devised  by  which  the  loanable 
funds  are  auctioned  to  the  highest  bidder  in  one  of  two 
ways.  The  first  is  to  fix  a  certain  rate  of  interest,  as 
in  the  former  case,  and  to  have  the  bidding  take  the 
form  of  an  offer  to  pay  a  certain  amount  of  interest  in 
advance.  Take,  for  example,  ah  association  with  2,000 
shares  of  stock.  The  monthly  dues  would  be  $2,000. 
"A"  wishes  to  borrow  this  $2,000  which  is  to  be  offered. 
He  subscribes  for  ten  shares  of  stock  whose  par  value 
is  $2,000,  and  then  appears  at  the  meeting  of  tlie  direct- 
ors to  make  his  bid.  Suppose  that  the  interest  has  been 
fixed  at  12^  cents  per  week  for  each  $100.  "B'*  also 
appears  and  offers  to  pay  twenty-five  weeks'  interest  in 
advance.  No  other  bidders  appear,  and  the  money  is 
awarded  to  "B,*'  who  receives  in  exchange  for  his  mort- 
gage and  assignment  of  stock,  $2,000,  less  25  weeks' 
interest  in  advance,  or  $1,987-50.'  "B"  now  has  no  in- 
terest to  pay  upon  his  loan  imtil  the  expiration  of  25 
weeks.  During  this  time,  of  course,  his  dues  have  been 
continuing  in  the  regular  manner.  At  the  end  of  this 
period  he  has  to  keep  up  his  interest  as  well  as  continue 
to  pay  his  dues. 

Another  form  of  auctioning  money  is  to  have  the 
bids  made  upon  the  basis  of  premiums  in  addition  to 
the  regular  dues  on  the  stock.  Suppose  that  in  an 
association  where  this  system  prevails  "C"  wishes  to  bor- 
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row  $2,000.  He  subscribes  for  ten  shares  of  stock,  but 
instead  of  offering  interest  in  advance,  bids  a  premium 
of  $1  per  month  on  his  ten  shares  of  stock  to  secure  the 
money.  Lict  us  suppose  his  offer  is  accepted.  "C's" 
total  monthly  payments  in  this  case  would  be  $10  inter- 
est on  the  loan,  $10  dues  and  $1  premium  on  his  stock, 
or  $21  a  month.  This  would  be  paid  each  month  until 
his  stock  matured. 

In  some  cases  the  association  provides  that  the  dues 
of  borrowing  members  shall  be  applied  to  the  reduction 
of  the  principal  of  the  loan.  If  this  is  done  the  interest 
payments  will  constantly  decrease.  In  such  a  case  the 
borrower's  stock  does  not  participate  in  the  association's 
profits  and  the  loan  is  really  repaid  serially. 

20.  By-laws  regarding  loans. — ^The  by-laws  of  the 
Reliance  Building  and  Loan  Association  contain  the 
following  article  in  relation  to  loans: 

ARTICLE  IV. 

IX)ANS. 

Section  1.  Each  stockholder  for  eveiy  share  of  stock  owned 
or  held  by  him,  shall  be  entitled  to  a  loan  of  $200  from  the 
Association  upon  giving  security  satisfactory  to  the  Board  of 
Directors.  Whenever  the  funds  in  the  treasury  shall  warrant 
it,  the  money  shall  be  offered  at  public  auction,  at  the  regular 
monthly  meeting  of  the  Board  of  Directors,  and  be  disposed  of 
to  the  highest  bidder.  All  bids  shall  be  for  one  share,  with  the 
privilege  of  taking  ten  shares ;  Provided,  that  no  loan  shall  be 
made  under  par  and  no  person  shall  be  allowed  to  borrow  on 
more  than  twenty  shares  of  stock  at  one  bidding.  The  bor- 
rower shall,  thereupon,  be  charged  with  and  pay  interest  on 
each  share,  at  the  rate  of  one-half  of  one  per  cent  a  month. 
The  borrower  shall  also  pay  for  each  and  every  month,  one- 
hundredth  part  of  the  whole  amount  of  the  premium  bid.  If 
any  dispute  shall  arise  In  the  bidding  or  selling  of  the  money. 
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the  decision  of  a  majority  of  the  Board  of  Directors  present 
shall  be  final.  Upon  application  being  made  for  a  loan  on  real 
estate  security,  the  president  shall  appoint  a  committee  of  three 
directors  as  a  property  committee  upon  such  loan.  They  shall 
personally  examine  and  inspect  the  security  offered,  the  size  and 
character  of  the  same,  the  amount  of  insurance  thereon,  the 
ground  rent,  or  incumbrance,  the  market  value  of  the  security, 
and  other  information  that  can  be  had,  and  report  the  same  to 
the  Board  of  Directors.  They  shall  receive  for  their  services 
one  dollar  each  for  each  property  examined,  said  fee  to  be  paid 
by  the  applicant  for  the  loan. 

Section  2.  Whenever  a  stockholder  shall  have  bidden  suc- 
cessfully for  a  loan,  he  shall  permit  all  arrearages  and  fines  due 
on  the  borrowed  stock  to  be  deducted  from  the  amount  to  be 
received  by  him.  Before  he  shall  be  entitled  to  receive  the  same, 
he  shall  secure  the  payment  thereon  to  the  Association  by  a 
bond  and  mortgage  (accompanied  by  a  policy  of  fire  insurance) 
secured  on  real  estate  in  any  part  of  the  State  of  Pennsylvania. 
Also  bonds  issued  by  the  United  States  of  America,  the  Com- 
monwealth of  Pennsylvania,  or  by  the  City  of  Philadelphia,  or 
the  stock  of  this  Association  may  be  taken  as  security  for  loans. 
When  loans  are  made  on  the  stock  of  this  Association,  the  loan 
shall  not  exceed  the  amount  which  the  borrower  has  paid  in; 
Provided,  the  Board  of  Directors  approve  of  the  sufficiency 
and  nature  of  such  security.  And  the  borrower  shall,  for  every 
loan  of  $200,  transfer  one  share  of  stock  to  the  Association, 
as  a  further  security  for  the  loan,  and  in  payment  of  the  same. 
In  case  of  failure  to  give  satisfactory  security  within  two 
months,  the  interests  shall  be  charged  to  such  purchaser,  to- 
gether with  all  costs  and  expenses  attending  the  examination  of 
title  and  searches,  and  the  money  shall  revert  to  the  Association. 

Section  S.  Whenever  there  are  no  bids  for  loans  the  Board 
of  Directors  may  invest  the  money  temporarily  in  United  States, 
state  or  city  loans,  first  mortgages  and  ground  rents  on  real 
estate. 

Section  4.  If  any  stockholder  shall  neglect  to  pay  the  in- 
terest on  his  loan  for  more  than  six  months   the  Board  o£ 
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Directors  may  compel  payment  of  principal  and  interest,  by 
proceeding  on  his  bond  and  mortgage  according  to  law. 

Section  6.  A  borrower  may  repay  a  loan  in  amounts  of  not 
less  than  one  share  at  any  time,  and,  in  case  of  the  repayment 
thereof  before  the  maturity  of  the  shares  pledged,  for  said  loan, 
there  shall  be  refunded  to  such  borrower  the  withdrawal  value 
of  the  shares  pledged  for  said  loan  and  the  shares  shall  there- 
upon revert  to  the  Association.  Further,  the  Association  will 
accept  amounts  of  not  less  than  $26  at  a  time;  Provided,  that 
the  interest  on  the  loan  shall  not  be  decreased  until  the  sum  of 
$200  be  repaid 

21.  Application  for  loan. — ^Prior  to  making  a  bid 
for  a  loan  a  member  of  the  association  must  make  appli- 
cation for  the  loan.  Form  1  (pages  17-20)  shows  the 
blank  provided  for  this  purpose. 

22.  Assignments  of  other  collateral. — Sometimes,  as 
we  have  seen,  loans  are  made  upon  the  security  of  the 
stock  of  the  association,  without  additional  collateral. 
In  such  cases  the  member  will  fill  out  the  following  note 
which  is  deposited  with  the  association  together  with 
his  stock  as  security. 

Form  2. — ^>fote  to  Building  and  Loan  Association. 

Phii«ai)ei.phia,  Pa., ,  19 — . 

On  demand,  after  date,  I  promise  to  pay  to  the  order  of 

Reliance  Building  and  Loan  Association,  Dollars,  with 

interest  at  six  per  cent,  per  annum,  payable  monthly,  without 

defalcation,  for  value  received,  having  deposited  herewith 

shares  of  the series  of  stock  of  the  said  Reliance  Building 

and  Loan  Association,  ■  ■  which  I  authorize  the  holder  of  this 
note,  upon  the  non-performance  of  this  promise  at  maturity,  to 
sell  either  at  the  Brokers^  Board  or  at  public  or  private  sale, 
without  demanding  payment  of  this  note  or  the  debt  due  thereon, 
and  without  further  notice,  and  apply  proceeds,  or  as  much 
thereof  as  may  be  necessary,  to  the  payment  of  this  note  and 
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Application  is  hereby  made  to  Reliance  Building  and  Loan  Aasocialion 

For  a  loan  of  $ to  be  secured  by  assignment  of shares  of 

Stock  of  said  Association,  and  by  mortgage  upon — 
The  following  described  premises: — 


Location  and  description 
of  ground 

Description  of  Buildings, 
when  erected  and 
how  occupied 


Repairs,  improvements 
or  street  improve- 
ments made  within 
six  months 


InsuSSS^Te^eiEuaror 
annual,  in  what 
company,  and  the 
amoimt 


VfiJu^^gound^ 


Value  of  improvements 


Assessted  value 


^    Rental 


Owner  in  fee 
Address 


Tenant 


Present  incumbrance 


HELD  BY 
WHEN  DUE 

SATX  OF  INTEREST 


..Applioant. 


Rendenee 
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(To  be  sigDed  when  application  is  for  Loan  secured  by  Mortgage.) 


I  agree  that  the  Association  may  use  the  mortgage  and  any  and  all  other 
collaterals  given  to  secure  the  repayment  of  such  loan  as  shall  be  granted 
upon  the  within  application,  by  hypothecation  or  otherwise,  as  may  seem 
for  the  best  interests  of  the  Association  and  its  members. 

And  I  agree  to  furnish  at  least  once  a  year,  and  at  such  other  times  as 
requested  by  the  Association,  tax  receipts  and  receipts  for  interest  or  other 
periodical  payments  on  account  of  all  prior  incumbrances  upon  the  property 
the  subject  of  this  application;  failure  to  do  which  for  thirty  days  after  de- 
mand shall  cause  the  debt  to  become  immediately  due  and  payable  at  law. 


AppLicant. 


We  have  examined  the  within-described  property  and  recommend  that 
the  application  be granted. 


Property  Committee, 

Dated 190 

The  report  of  the  Property  Committee  on  the  within  application  was 

approved  by  the  Board  of  Directors  at  a  meeting  held  on  the 

day  of , 190  ,  and  the  application granted. 


Secretary, 


FoBM  1 — Continued 
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all  necessary  expenses  and  charges,  holding  me  responsible  for 
any  deficiency- 

And  further,  I  do  hereby  authorize  and  empower  any  attorney 
of  any  court  of  record  of  Pennsylvania,  or  elsewhere,  to  ap- 
pear for  and  to  enter  judgment  against  me  for  the  above  sum, 
with  or  without  declaration,  with  costs  of  suit,  release  of  errors, 
without  stay  of  execution,  and  with  five  per  cent  added  for  col- 
lecting fees;  and  I  also  waive  the  right  of  inquisition  on  any 
real  estate  that  may  be  levied  upon  to  collect  this  note,  and  do 
hereby  voluntarily  condemn  the  same,  and  authorize  the  pro- 
thonotary  to  enter  upon  the  F  I,  F  A.  my  said  voluntary 
condemnation,  and  I  further  agree  that  said  real  estate  may  be 
sold  on  a  F  I,  F  A.,  and  I  hereby  waive  and  release  all  relief 
from  any  and  all  appraisement,  stay  or  exemption  laws  of  any 
state,  now  in  force,  or  hereafter  to  be  passed. 
Witness : 

L.  S. 

L.  S. 

At  the  same  time  he  must  fill  out  an  assigmnent  for 
the  stock  which  he  holds  to  the  association  as  additional 
security  for  the  sum  borrowed. 

28.  Distribution  of  profits  under  ''terminating'*  plan. 
= — ^Perhaps  the  most  difficult  thing  to  understand  about 
the  building  association  is  the  plan  for  the  distribution 
of  profits.  In  an  association  organized  imder  the  ter- 
minating plan,  profit  distribution  is  a  comparatively 
simple  matter  because  there  is  but  one  series  of  stock. 
The  method  of  dividing  the  profits  can  best  be  under- 
stood by  taking  an  illustration.  Suppose  we  have  a 
company  with  1,000  members  each  of  whom  has  sub- 
scribed for  one  share  of  stock  of  the  face  value  of  $200, 
and  that  in  this  organization  the  dues  are  $1  per  month 
I)er  share  in  advance.  We  will  assume  that  loans  are 
made  at  the  rate  of  %  of  1  per  cent  per  month  and  that 
the  association  has  no  expenses. 
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The  total  dues  received  each  month  from  the  members 
would  be  $1,000.  When  the  association  organizes  and 
holds  its  first  meeting  the  first  month's  dues  are  col- 
lected. The  company  then  has  in  its  treasury  $1,000. 
The  directors,  therefore,  announce  that  they  are  willing 
to  accept  bids  for  a  loan  of  $1,000  at  the  prevailing 
rate.  This  loan  is  taken.  At  the  end  of  the  first  month 
the  association  has  its  second  regular  monthly  meeting. 
The  second  series  of  dues  is  then  paid,  giving  the  asso- 
ciation $1,000  for  this  series.  In  addition,  the  associa- 
tion receives  the  interest  on  the  first  loan  of  $1,000  at 
%  of  1  per  cent  a  month  or  $5.00.  This  would  be 
loaned  again  at  6  per  cent.  At  the  end  of  three  months 
the  association  will  have  in  addition  to  their  regular 
dues  $5  plus  the  interest  on  $1,005,  at  1^  of  1  per  cent 
or  $5.02  as  interest  upon  loans,  or  $10.02,  in  addition 
to  the  payments  made  by  members. 

Throughout  we  have  assumed  that  the  association  had 
no  expenses,  or  that  such  as  were  incurred  were  paid 
by  the  borrowers.  The  following  table  shows  the 
amount  of  dues,  interest  and  profits  for  the  first  year 
of  the  association's  existence: 

1st  month    ..     $1,000.00  $5.00.0  $1,005.00.0  $1.00  $.005 

9d  -  1,000.00  5.02.5  1,010.02.5  IK.OI  .01 

3d  "  1,000.00  5.05.0  1,015.07.5  S.OS  .03 

4th  "  1,000.00  5.07.5  1,020.15.0  4.05  .05 

5th  "  1,000.00  5.10.0  1,025.25.0  5.07  .07 

6th  *'  1,000.00  5.12.6  1,030.27.6  6.10  .10 

7th  "  1,000.00  5.15.2  1,035.52.8  7.14  .14 

8th  "  1,000.00  5.17.7  1,040.70.5  8.18  .If 

9th  "  1,000.00  5.20.3  1,045.91.8  9.22  ,9ii 

10th  "  1,000.00  5.22.9  1,051.13.7  10.28  .28 

11th  "  1,000.00  5.25.5  1,056.39.2  11.33  .33 

12th  "  1,000.00  5.28.1  1,061.67.3  12.39  .39 

Total    ....$12,000.00  $61.67.3  $12,397.22.9 

Where  but  one  series  is  issued  the  problem  is  simply 
one  of  computing  and  compounding  interest  on  loans 
made,  and  dividing  the  total  interest  received  during 
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any  given  period  by  the  number  of  shares  outstanding, 
thus  securing  the  rate  of  profit  per  share.  The  book 
valuation  of  the  shares  is  found  by  adding  these  profits 
to  the  amount  of  the  dues  paid  in.  The  withdrawal 
valuation  as  abeady  stated  is  fixed  by  the  rules  of  the 
company.  As  a  matter  of  fact  such  laborious  compu- 
tations are  not  usually  made  by  the  secretary.  He  has 
interest  tables  and  other  similar  schedules  which  give 
him  the  information  by  which  the  various  amounts  can 
be  quickly  ascertained. 

24.  Profit  distribution  under  other  types  of  associa- 
tions.— ^Where  several  series  of  stock  have  been  issued 
by  the  association  the  distribution  of  profits  becomes  a 
complicated  matter.  There  are  a  great  many  schemes 
of  distribution  in  use  in  such  cases.  The  two  most  gen- 
erally followed  are  known  as  the  "partnership  plan" 
and  Dexter's  Rule.  These  plans,  like  the  one  already 
considered,  are  merely  mathematical  devices  intended  to 
secure  the  most  equitable  distribution  of  profits  among 
the  various  members  in  proportion  to  the  amounts  which 
they  have  contributed  to  the  association.  Let  us  assume 
that  an  association  is  formed  with  dues  of  $1  per  share 
and  at  the  end  of  the  third  year  three  series  of  stock 
ning  of  each  year,  and  that  a  fourth  issue  is  just  start- 
ing. In  order  to  make  our  illustration  as  simple  as 
possible,  let  us  take  as  being  accurate,  the  book  value 
per  share  as  appearing  upon  the  company's  books  at 
that  date.     The  record,  in  brief,  is  as  follows: 

Series  1  500  shares,  book  value  per  share  $S8.85. 
Series  S  600  shares,  book  value  per  share  25.28. 
Series  S  400  shares,  book  value  per  share  12.88. 
Series  4  600  shares,  book  value  per  share    0, • 
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Suppose  that  the  total  profits  for  the  first  three  years 
were  $2,825  and  that  the  profits  of  the  fourth  year  are 
$8,000.  Our  problem  is  to  ascertain  the  method  by 
which  this  total  sum  of  $5,825  should  be  distributed 
among  the  four  sets  of  claimants. 

25.  Distribution  by  the  partnership  plan. — ^The  sim- 
plest and  most  obvious  method  is  to  divide  the  profits 
by  the  same  method  as  is  usually  employed  in  an  ordi- 
nary business  partnership  where  the  partners  have 
entered  the  business  at  different  times.  The  association 
regards  each  series  of  stockholders  as  a  partner.  The 
plan  is  to  divide  the  profits — ^not  upon  the  basis  of  the 
number  of  shares  or  the  book  value  of  the  shares — ^but 
rather  upon  the  basis  of  the  time  during  which  each 
dollar  paid  in  by  the  stockholders  has  been  in  the  pos- 
session of  the  company.  Let  us  see  how  this  works  out. 
Take  the  fourth  series,  for  example.  At  the  end  of  the 
four  years  each  share  of  stock  will  have  been  in  force 
12  months.  The  first  dollar  of  dues  paid  by  the  mem- 
bers will  have  been  invested  for  12  months;  the  second 
11  months;  the  third  10  months,  and  so  on.  The  last 
dollar  of  dues  has  been  invested  for  one  month.  It  is 
obvious  that  the  earnings  of  each  of  these  dollars  of 
dues  is  very  dissimilar.  The  first  has  worked  12  times 
as  long  as  the  last  and  twice  as  long  as  the  Bth.  To 
figure  out  the  earnings  of  every  dollar  received  by  the 
association  would  be  a  never-ending  task,  so  it  is  neces- 
sary to  arrive  at  some  method  by  which  the  work  per- 
formed by  this  money  can  be  determined.  Each  share 
of  the  fourth  series  has  had  $12  invested  in  it.  To  ascer- 
tain the  average  time  during  which  these  $12  were  in  the 
hands  of  the  association  we  would  add  together  12  +  11 
+  10 +  9  +  8  +  7  +  6  +  5+4  +  8X2  +  1  getting 
the  total  of  78  months,  and  divide  this  by  12,  the  number 
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of  months  covered  by  the  computation.  We  find,  there- 
fore, that  the  $12  which  has  been  paid  in,  has  been  in- 
vested for  an  average  of  6^^  months  (78  divided  by 
12  =  6^) .  This,  of  course,  could  be  done  in  a  much 
shorter  and  more  direct  method  by  adding  the  first  and 
last  term  of  the  series  and  dividing  the  result  by  2. 
Thus  12  +  1  -T-  2  =  &/2  months,  the  average  time  for 
this  series.  This  gives  us  our  general  rule.  Take  the 
total  number  of  months  during  which  the  series  has 
run,  add  one  and  divide  the  total  by  two.  If  this  is 
done  for  every  series  the  association  will  be  able  to 
ascertain  the  average  period  during  which  it  has  held 
the  money  paid  in  by  each  series  of  stockholders. 

If  the  computation  is  carried  further  and  the  "equated 
time,"  as  it  is  called,  is  multiplied  by  the  number  of 
dollars  paid  in  on  each  share  of  the  series  and  this  sum 
again  multiplied  by  the  number  of  shares  in  the  series 
the  association  arrives  at  the  so-called  "equated  dues," 
which  is  simply  a  fictitious  mathematical  computation 
whose  purpose  will  be  seen  later  on.  Thus  for  each 
share  of  stock  of  the  fomih  series  which  we  have  been 
considering  the  equated  dues  will  be  6^  X  12  X  500  = 
39,000.  Let  us  apply  this  method  to  each  of  the  series 
of  stock,  first  ascertaining  the  equated  time  and  finally 
the  equated  dues. 

48  + 1 

Series  1.  — =  24%  months,  equated  time. 

% 

36  A-  1 

SeriiJ  2. =  18%  months,  equated  time. 

% 

24  +  1 
Series  S. =  12%  months,  equated  time. 

12  +  1 

Series  4.  — =  6%  months,  equated  time. 
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Series 

I. 

34%  months  X  $48  X  500  shares  = 

$568,000  equaled  dues. 

Series 

II. 

ISi/g  months  x  $36  x  600  shares  = 

399,600  equated  dues. 

Series 

III. 

19%  months  X  $^  X400  shares r=: 

190,000  equated  dues. 

Series 

IV. 

6%  months  X  $19  X600  shares  = 

39,000  equated  dues. 

$1,146,600  equated  dues. 

We  now  divide  the  total  profits,  $5,825,  among  the 
four  series  in  proportion  to  these  equated  dues.     Thus: 

588,000  980 

^^^  ^'  1 146  600  ®'T9lf  ^'  5,395  z=  $9,730.77  or  $5.46  per  share. 

399,600  666 

Series  f.  i-Jlg-go^)-  <>'  191  f  o'  *>395  =    1,855.81  w    3.09  per  share. 

190,000         900 
Series  3.  ^  i^  ^qq  «p  -jgyj;  of  5,325  =      557.30  or    1.39  per  share. 

39,000  65 

^"®*  *•  1  U6  600  ®'  l9lT  ®^  ^'^^^  =       -^^^'^^  ^'    ^'^  P^  "***^ 

Adding  profits  to  dues  paid  in  we  obtain  the  book 
value  of  a  share  of  each  series,  thus: 

Series  1.  $48  +  $5.46  =  $58.46,  book-Talue. 

Series  2.  86  +    3.09  ==    89.09,  book-value. 

Series  8.  24+    1.89=    26.89,  book-value. 

S«ie8  4.  12 -f    0.86=    12.86,  book-value. 

26.  Advantages  and  disadvantages  of  partnership 
plan. — The  partnership  plan  is  open  to  a  number  of 
serious  objections.  The  first  is  that  the  method  of  dis- 
tributing profits  is  wholly  fictitious  and  does  not  corre- 
spond with  actual  conditions.  As  a  matter  of  fact  the 
profits  of  the  association  have  already  been  distributed 
each  year  by  being  credited  to  the  book  value  of  the 
various  shares  outstanding.  The  computation  pre- 
sumes, however,  that  they  have  been  put  back  into  a 
common  pool,  re-distributcd  each  successive  year  and 
then  returned  again  to  the  association,  this  being  con- 
tinued until  the  end  of  the  existence  of  the  organization. 

The  second  objection  is  that  the  plan  ignores  the 
rights  of  the  older  issues  and  may  result  in  a  new  ^erieg 
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of  stock  securing  advantages  at  their  expense.  Sup- 
pose in  the  fourth  year  the  association,  through  unfor- 
tunate investments,  had  not  made  any  profits.  Under 
the  partnership  plan  the  fourth  series  of  stock,  however, 
would  have  a  share  in  the  $2,825  of  profits  earned  hef  ore 
it  came  into  existence. 

On  the  other  hand,  this  plan  might  work  to  the  dis- 
advantage of  the  f  oiuih  series.  If  the  profits  of  any 
one  year  were  unusually  large,  owing  to  an  active  de- 
mand for  money  or  some  other  reason,  the  earlier  series 
would,  by  reason  of  their  much  greater  average  period 
of  investment,  have  a  distinct  advantage  over  the  later 
series  in  the  distribution  of  the  profits. 

27.  Dealer's  rule. — ^Dexter's  rule  avoids  many  of 
these  disadvantages  by  not  only  placing  each  year  on 
a  percentage  basis  but  by  recognizing  past  profits  in 
the  distribution  of  current  earnings.  The  method  of 
computation  under  this  rule  is  generally  similar  to  that 
which  we  have  already  studied — ^the  system  of  equated 
values. 

Take  the  same  illustration  used  in  the  partnership 
plan.  Working  it  out  under  Dexter's  rule,  we  would 
first  ascertain  the  equated  value  of  the  total  book  value 
of  the  actual  payments  made  to  the  credit  of  various 
issues  and  add  to  that  the  equated  value  of  each  issue. 
Our  results  would  be  as  follows: 

Equated  value. 
Series  1.    $38.85  book  value  of  each  share  X  500  X 

12  months  =   $233,100.00 

12  X  500  X  6%  =     39,000.00      $273,100.00 

Series  2.    $25.28x600x12=    182,016.00 

12  X  600  X  ey,  =   46,800.00        228,816.00 

Series  3.    $12.33  X  400  X  12  = 59,184.00 

12  X  400  X  61/,  =  31,200.00  90,384.00 

Scries  4.     12x500x61/2=   39,000.00 

Total     630,300.00 
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The  principle  involved  in  this  calculation  is  the  same 
as  that  in  the  partnership  plan.  Let  us  take  Series  1 
as  an  illustration.  Each  share  had  a  value  of  $38.85 
at  the  beginning  of  the  year,  that  is  to  say,  the  company 
possesses  assets  equal  in  value  to  $88.85  for  each  one 
of  the  500  shares  in  Series  1.  To  ascertain  the  total 
amount  of  Series  1  we  would  multiply  $88.85  by  500  or 
the  number  of  shares,  getting  as  a  total  the  amount 
which  the  company  had  invested  throughout  the  entire 
year  for  these  shareholders.  In  other  words,  they  had 
$19,425  invested  for  twelve  months,  which  is  equivalent 
to  $288,100  invested  for  one  month.  This  finishes  our 
first  calculation. 

The  stockholders  of  Series  1  are  also  entitled  to  profits 
which  the  association  derives  from  investment  of  their 
dues  paid  the  first  of  each  month  throughout  the  year. 
Each  shareholder  contributed  $12  in  dues.  As  there 
were  500  shareholders  the  total  contribution  from  dues 
was  $6,000.  This  was  employed  for  a  period  ranging 
from  12  to  1  months.  The  equated  time  would,  there- 
fore, be  6%  months;  and  it  would  be  equivalent  to 
$89,000  invested  for  one  month.  The  treatment  for 
the  succeeding  series  is  exactly  the  same. 

There  are  several  other  methods,  more  technical  in 
character,  of  arriving  at  this  result.  However,  this  is 
sufficient  for  our  purposes.  It  is  easily  seen  that  the 
profits  of  $3,000  of  the  foiu'th  year  (see  page  24), 
which  belong  to  each  series,  is  the  relation  which  their 
equated  value  bears  to  the  total  equated  value  of  all 
of  the  series  in  the  association.  The  results,  therefore, 
would  be  as  follows: 

^^^^^^  of  $3,000  =  $1,895.10  to  Series  1,  or  $2.59  per  sh. 
680,800        ^^  ^  ^  ,        M-       r 
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^^^1^  of    8,000  =    1,089.08  to  Series  8,  or     1.81  per  sh, 
630,300 

^9^^  of    3,000  =       480.20  to  Series  8,  or    1.08  per  sh. 
630,300 

39,000 

630,300 


of    8,000  =       185.68  to  Series  4,  or    0.87  per  sh. 
$8,000.00 


Adding  the  earnings  belonging  to  each  share  of  each 
series,  and  the  dues  paid  in  during  the  year  to  the  book 
values  at  the  end  of  the  preceding  year,  we  find  that 
the  present  book  value  of  each  share  in  each  series  is 
as  follows: 

Series  1.  $88.86  +  $12 +  $2.S»  =  $63.4* 

Series*.  1«+    0.37=    18.37 

Series  3.  12.33+    12+    1.08=    25.41 

Series  2.  26.28+    12+    1.81=    89.09 

If  we  compare  these  results  with  those  of  the  pre- 
ceding computation  made  according  to  partnership  plan 
we  see  the  advantage  which  the  older  series  obtain  at 
the  expense  of  the  newer  issues.  In  the  case  which  we 
considered  this  represents  merely  the  proper  crediting 
to  the  early  series  of  the  earnings  arising  from  the  use 
of  the  profits  of  preceding  years. 

There  are  many  other  methods  of  distributing  profits. 
These,  however,  are  the  only  ones  most  generally  used. 
If  the  student  is  interested  in  studying  the  other  meth- 
ods they  may  be  found  in  the  report  of  the  United 
States  Commissioner  of  Labor  for  1898. 

The  final  step  in  the  history  of  a  series  of  building 
association  stock  is  reached  when  the  book  value  of  the 
shares  reaches  $200,  which  is  also  its  par  value.  At  that 
time  the  stock  is  said  to  mature.  The  association  then 
pays  off  the  non-borrowing  shareholders  in  cash  to  the 
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value  of  their  matured  stock  while  the  borrowers  have 
their  mortgages  or  their  loans  cancelled  and  returned 
to  them  in  exchange  for  their  stock  certificates, 

28.  Withdrawal  plans. — Frequently  a  shareholder 
wishes  to  withdraw  from  the  association  before  his  stock 
matures.  Such  members  are  very  rarely  paid  the  fuU 
book  value  of  their  shares.  There  are  numerous  meth- 
ods of  determining  the  amount  to  be  paid  to  the  associa- 
tion. The  most  commonly  used  method  is  to  return 
to  the  withdrawing  shareholder  the  dues  which  he  has 
paid  in,  together  with  a  fixed  rate  of  interest,  say  4  per 
cent  per  annum,  on  such  payments.  The  rate  of  interest 
which  is  usually  fixed  is  considerably  below  the  average 
rate  of  earnings  of  the  association. 

Another  largely  used  method  is  to  allow  the  with- 
drawing shareholders  not  only  the  full  dues  which  they 
have  paid  in,  but  all  the  profits  up  to  the  date  of  their 
withdrawal.  In  such  cases  the  member  is  really  given 
the  full  book  value  of  his  stock  at  the  time  of  his  with- 
drawal. 
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CHAPTER   III 

ACCOUNTING  SYSTEM  OF  A  BUILDING  AND 
LOAN  ASSOCIATION 

29.  Nature  of  the  accou/nts. — In  studying  the  meth- 
ods of  accounting  employed  by  building  and  loan  asso- 
ciations, we  must  bear  in  mind  that  in  this  as  in  any 
other  business  the  character  of  the  business  determines 
the  type  of  system  used.  The  operations  of  such  a 
society  are  of  the  simplest  kind.  All  the  dealings  have 
to  do  with  cash.  A  building  society  receives  cash  for 
dues  on  stock,  interest  on  loans  made  to  members,  fines, 
entrance  fees,  premiums,  and  in  liquidation  of  loans. 
It  makes  payments  of  cash  to  the  proper  persons  for 
running  expenses,  and  to  members  who  have  secured 
loans  or  who  on  the  maturity  of  their  stock  receive  its 
par  value* 

The  various  states  are  very  strict  in  prescribing  by 
law  the  method  of  administration  of  building  societies, 
and  usually  provide  for  the  regular  examination  of  their 
books  and  accounts  by  state  examiners.  As  the  money 
of  a  building  society  is  in  the  hands  of  one  or  two  men, 
it  follows  that  the  chances  for  defalcation  are  great. 
A  rigid  supervision  is,  therefore,  not  only  desirable,  but 
necessary,  in  order  to  protect  the  members  against 
fraud. 

80.  Principal  books  used. — The  principal  books  used 
by  building  societies  are  the  cash  book,  loan  register  and 
roll  book.  The  form  and  operation  of  the  accounting 
system  varies  somewhat  depending  on  the  plan  in  force. 
These  differences  are,  however,  unimportant. 

81 
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When  anyone  desires  to  subscribe  for  shares  of  a 
building  and  loan  association,  he  fills  out  a  subscrip- 
tion blank  (Form  8)  and  presents  it  to  any  meeting 
at  which  stock  is  to  be  issued.  The  entrance  fee,  as 
stated  in  the  subscription  blank,  is  required  from  all 
members  entering  the  society. 

Form  8. — Subscription  Blank. 

PHILAnEUPHIAy  Pa., ,  19 — • 

I  hereby  subscribe  for shares  of  stock  in 

THE  RELIANCE  BUILDING  AND 
LOAN  ASSOCIATION 
One  dollar  per  share  monthly. 

Entrance  fee,  26c  per  share.  Signature 

Address      

Meets  first  Tuesday  of  each  month  at .     New  series  open  at 

February,  June  and  October  meetings.     New  members  admitted 
at  any  meeting  without  additional  expense. 

81.  Pass  book. — Having  become  a  member,  a  book 
is  issued  containing  an  entry  of  payments  made  for. 
entrance  fees  and  for  dues.  This  book  specifies  the 
name  and  number  of  the  member  as  shown  by  the  roll, 
the  number  of  shares  of  stock  subscribed  for,  and  the 
number  of  the  series  in  which  the  shares  have  been  taken. 
In  the  back  of  the  book  there  is  usually  inserted  a  copy 
of  the  constitution  and  by-laws  of  the  society  so  that 
each  member  may  be  familiar  with  its  rules  and  regula- 
tions. 

82.  RoU  book. — The  secretary  of  the  society  always 
takes  with  him  to  the  meetings  what  is  known  as  the 
"members'  roll  book."  (Form  4.)  It  will  be  noticed 
that  the  amounts  due  by  the  members  at  each  meeting 
are  entered  in  the  debit  column  under  the  month  in 
which  the  meeting  is  held.     When  a  member  makes 
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Series  14 

Balancs 

Book  No 

Shares 

Members'    Names 

Dr. 

Cr. 

$ 

as. 

$ 

as. 

307 

10 

John  Doe 

200  No.  62d 
Mortage  loan  on  tfSO 
Dimity  St.  of  $2,000 

SJO 
W.00 

Insurance 

E.  Fee 

gsee 

Premium 

Interest 

Dues 

308 

Insurance 

E.  Fee 

Fines 

Premium 

Interest 

Dues 

309 

• 

Insurance 

E.  Fee 

Fines 

Premium 

Interest 

Dues 

310 

Insurance 

E.  Fee 

Fines 

Premium 

Interest 

Dues 

\ 

311 

Insurance 

E.  Fee 

Fines 

Premium 

Interest 

Dues 

312 

Insurance 

E.  Fee 

Fines 

Premium 

Interest 

Dues 

313 

Insurance 

E.  Fee 

Fines 

Premium 

Interest 

Dues 

X— 8 


Form  4 — ^Members'  Roll  Book 
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Junk 

JULT 

August 

September 

OCTOBEB 

Dr. 

Cr. 

Dr. 

Cr. 

Dr. 

Cr. 

Dr. 

Cr. 

Dr. 

Cr. 

$ 

as. 

$ 

Cts. 

$ 

Cts. 

$ 

as. 

$ 

cts. 

$ 

Cts. 

$ 

Cts. 

$ 

as. 

$ 

Cte. 

% 

Ct8. 

2 
SO 

50 
00 

2 

10 

50 
00 

/ 

to 
to 

50 
00 
00 

1 
10 
10 

50 
00 
00 

to 
to 

50 
00 
00 

* 
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November 

December 

January 

February 

March 

Dr. 

Cr. 

Dr. 

Cr. 

Dr.    1 

Cr. 

Dr. 

Cr. 

Dr. 

Cr. 

$ 

Cts. 

S 

Cts. 

$ 

Cts. 

$   Cts. 

t 

as. 

S 

Cts. 

$ 

as. 

s 

as. 

$ 

Cts. 

$ 

Cts. 

-« 

1 

' 
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\ 

April 

May 

Year's 
Total 

YlAE'B 

Balance 

Dr.    ' 

Cr. 

Dr. 

Cr. 

Dr. 

Cr. 

Dr. 

Cr. 

$ 

Cts. 

$ 

as. 

S 

as. 

s 

as. 

S 

as. 

$ 

cts. 

< 

Cto. 

$ 

Cts. 

• 
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payment,  the  amount  is  entered  in  the  credit  colimin, 
and  also  in  a  book  generally  known  as  a  daily  cash  book 
or  scratcher.  In  this  book  is  recorded  merely  a  rough 
memorandum  of  the  money  received  by  the  treasurer  at 
the  meeting.     (See  Form  4  on  pages  88-86.) 

88.  Debit  side  of  the  cash  book. — ^Later  on  the  sec- 
retary or  treasurer  simimarizes  the  receipts  in  the  daily 
cash  book,  and  then  enters  them  in  the  general  cash  book 
of  the  society,  crediting  them  as  receipts  from  "June 
meeting,"  "July  meeting,"  etc.,  the  amoimts  for  dues, 
interest,  fines,  etc.,  each  being  entered  in  the  proper 
colunm.  Form  5  (pages  88-89)  represents  the  debit 
side  of  the  general  cash  book. 

84.  Credit  side  of  the  cash  book. — ^The  credit  side  of 
the  cash  book  contains  colunms  to  record  the  moneys 
paid  on  mortgage  loans  and  stock  loans  and  additional 
columns  for  the  classification  of  all  other  expenses  of 
the  society.  Form  6  (pages  40-41)  shows  the  credit 
side  of  the  cash  book. 

Before  any  money  can  be  paid  out  by  the  trea;Siu'er 
he  must  have  received  an  order  drawn  on  him  by  the 
board  of  directors,  signed  by  the  president  and  attested 
by  the  secretary.  This  is  for  the  purpose  of  preventing 
him  from  paying  out  money  without  proper  authoriza- 
tion, and  also  to  protect  him  by  giving  him  a  permanent 
record  of  the  authorization  for  the  disbursement. 

85.  Loan  register. — As  loans  are  made  to  members 
they  are  entered  by  the  secretary  in  the  loan  register 
with  a  full  description  of  the  securities  received.  This 
gives  the  association  a  permanent  record  of  the  prop- 
erty which  has  been  pledged  as  security  for  the  loan 
and  enables  the  oflScers  and  auditors  to  assure  them- 
selves that  the  security  is  adequate.  Such  a  loan  reg- 
ister is  shown  in  Form  7  (pages  42-48). 
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DEBIT  SIDE 


Date 


1906 
June 


July 
Aug. 
Sept. 


Oct. 


1 
5 
6 
13 
3 
7 
4 

4 

4 

4 
4 
7 
2 


Balance, 

June  meet] 

H.  N.  Diesel  loan  @  5}%. 

H.  N.  Diesel  loan  @  51%. . . 

July  meeting 

August  meeting 

Int.  to  date   continental 

T.  &T.% 

September  meeting 

Mary  G.  Webb.  int.  for  $600 

1  mo.,  loan  not  taken . . . 

Mrs.  Laura  I.  Lewis 

H.  N.  Diesel,  loan  @  5i%. 

Edw.  C.  Snyder 

October  meeting 


Name  or  Description 


Dues 


$686.00 


538.50 
692.00 


719.60 


850.00 


$3,486.00 


Interest 


$  69.35 


64.00 
50.20 

3.30 
107.75 

3.00 


.32 
94.93 


$392.85 


Premium 


Fines 


$     .72 


.60 
10.21 


5.73 


4.70 


$21.96 


FoBM  5 — Cash  Book 
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GASH  BOOK 


Entnnoe 
Fees 


$30.50 
6.25 

2.50 
30.50 


$09.75 


Insurance 


$  1.15 


1.15 
1.15 


1.16 


1.15 


$5.75 


Mortga«» 

or  Stock 

Loans 

Repaid 


70.00 
32.00 


$102.00 


Borrowed 
Money 


$  400.00 
900.00 


1,400.00 


$2,700.00 


Rent 


Sundries 


Total 


$  56.71 
787.72 
400.00 
900.00 
610.50 
753.56 

3.30 
836.63 

3.00 

70.00 

1,400.00 

32.32 

981.28 


$6,835.02 


Form  5 — Continued 
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CREDIT  SIDE 


Order 
No. 


81 
82 
83 
84 
85 
87 
88 
89 
90 

91 
92 

93 
95 

96 
97 
98 
99 
100 


Date 


Sept, 


Oct. 


Name 


Sarah  A.  Norris 

Wm.  Alexander 

Edw.  C.Snyder 

Lewis  Geo.  Russell 

Annie  Wilson 

W.  C.  Pitts 

Fred  J.  Lewis 

Leeds  &  Biddle,  printing 

John  C.  Knox,  sal.  to  May  31, 
1906 

Premium  on  Treas.  bond. . 

Bus.  Men's  Assn.,  rent  to  Oc- 
tober 1,  1906 

Edw.  C,  Snyder 

H.  N.  Diesel  pd.  on  %  loan  of 
June  6,  and  June  13,  1906 

Evening  Bulletin  adv 

Thoe.  S.  Mitchell 

Elia.  D.  Fry 

James  G.  Cams 

Bus.  Men's  Assn.,  rent  to  De- 
cember 31, 1906 


Mort- 
gage 
Loans 
Made 


900.00 


900.00 


1,200.00 


Stock 
Loans 
Made 


32.00 
125.00 

100.00 
25.00 


Dues 
on 
With- 
drawals 


120.00 


45.00 

975.00 
33.00 


Form  6 — Cash  Book 
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GASH  BOOK 


Profits 
on  With- 
drawals 

&  Int. 
on  Loans 


4.35 


60.00 


Bor- 
rowed 
Monej 
Repaid 


1,100.00 


Insui^ 
anoe 


Salaiy 


81.45 


Prop,  ex. 
Taxes 
W.  R, 
Legal 
Exp. 


Printing 
Adver- 
tising 
Postage 


19.83 


5.40 


Sun- 
dries 


4.00 
7.50 


7.50 


Total 


900.00 

124.35 

32.00 

125.00 

900.00 

100.00 

25.00 

19.83 

81.45 
4.00 

7.50 
45.00 

1,100.00 

5.40 

1,035,00 

1,200.00 

33.00 

7.50 


Form  6 — Continued 
41 
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Siae  of  Lot 


Fire  Insuranoe 


Ckunpany 


AxDount 


Expires 


Mtge. 
Clause 


Policy 
No. 


LOAN 


TiUe 


Company 


20x101'  V 


Fire  Assn.  of  Phila. 


2.000  00 


Feb.  8,  1919 


Yes 


182104 


Commonwealth 


FosM  7 — Loan  Register 
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REGISTER. 


Stock 
A-yn- 


Yes 


Recorded 


Date 


Feb.  0. 
1909 


WSV 


Book 


No. 


1298 


Page 


197 


Location 

of 
Property 


1130  Divin- 
ity St. 


Ward 


46 


2  story 

brick 

side  yard 


Bldg. 


Assessed  Value 


Date 


1909 


Amount 


9.000 


00 


Mtge. 
Cards 


Yes 


FoBM  7 — Continued 
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44  ACCOUNTING  SYSTEMS 

The  secretary  also  frequently  makes  up  for  ready 
reference  an  index  card  record  of  the  members  and  of 
properties  on  which  mortgages  are  held. 

86.  Annual  report. — In  order  to  prepare  a  statement 
of  assets  the  secretary  should  take  into  account  the 
amount  of  loans,  both  mortgage  and  stock,  the  inven- 
tory value  of  such  fixtures  or  books  as  may  be  owned 
by  the  association,  the  amount  of  dues,  interest  and  fines 
in  arrears,  and  the  cash  balance  in  the  treasury.  The 
liabilities  would  include  dues  paid  in  advance  on  the 
part  of  members,  sums  which  had  been  borrowed  from 
the  bank  to  supply  the  demands  of  members  for  loans, 
interest  which  may  have  accrued  on  borrowed  money, 
amounts  due  to  members  for  stock  withdrawn  but  not 
yet  paid  for,  and  finally,  the  value  of  the  stock  accord- 
ing to  the  plan  adopted. 

For  purpose  of  study  the  report  of  the  Reliance 
Building  and  Loan  Association  for  the  year  ending 
December  81,  1907,  is  herewith  appended. 

ANNUAL  REPORT. 

Receipts.  Disbursements. 

Balance  at  last  report 9  68.12  Loans    9  5,975.00 

Dues,  interest  and  fines  . .  7,227.10  Withdrawals    5,402.69 

Fees    65.00  Money  borrowed  repaid  . .  4,650.00 

Money  borrowed 6,750.00  Interest  221.84 

Loans  repaid  2,355.00  Expenses    171.35 

Interest  on  banlc  deposit  .  4.44  Taxes,  etc.,  special 200.43 

Taxes,  etc.,  special   163.80  Balance  12.15 

Total    fl6,633.4«  Total    $16,633.46 


Assets.  Liabilities. 

Real  estate  loans   $14,450.00      Due  stoddiolders   $10,110.00 

Stock  loans   900.00      Money  borrowed    4,225.00 

Due  delinquent  236.19      Interest   103.62 

Balance  in  bank 12.15      Advance  payment    5.00 

Profits   1,154.72 


Total    $15,59834  Totals    $15,598.34 
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STOCK  VALUATION 


G^^^  No.  of 

^^^  Shares 

First 20 

Fifth   2 

Sixth    117 

Seventh   4S 

Eighth  15% 

Ninth 43 

Tenth 135 

Eleventh   93 


Shares 

Loaned 

5 

4 

281/8 

7 
2 


Paid  on         Value    With  Value 
Each  Share   per  Share  per  Share. 


960.00 
49.00 
36.00 
30.00 
24.00 
18.00 
12.00 
6.00 


972.25 
48.00 
40.41 
33.06 
25.96 
19.10 
12.49 
6.12% 


966.00 
44  JO 
37.62 
31.12 
24.72 
18.27 
12.12 
6.00 


4681/2       76% 


Mortgage  Loans. 

Book   No.       2..f    600.00 

12 .  .  400.00 

104..  350.00 

100.  .  1.000.00 

118..  1,400.00 

126.  .  2,900.00 

113..  1,300.00 

151 .  .  200.00 

148..  1,800.00 

154.  .  500.00 

156..  600.00 

182..  1,500.00 

185..  1,500.00 

1114..  400.00 


Stock  Loans. 
Book    No.  80.  .1850.00 


04.  . 
108.. 
110.. 
125.. 
140.. 
181.. 


100.00 
100.00 
125.00 
100.00 
100.00 
25.00 


1900.00 
Book  In  Advance. 
Book  No.  91..       $5.00 


Books  in  Arrtars. 

Book  No.       8..f       .60 

76..  6.00 

**  118..  14.28 

'*  119..  23.81 

125..  6.50 

126..  29.56 

148..  18.00 

151..  28.57 

156..  6.00 

166..  5.00 

167..  46.88 

1106..  10,10 

*•        1107..  31.00 

••        1114..  12.50 


$14.450.00 


1236.19 
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CHAPTER  IV 

ACCOUNTING  SYSTEM  OF  A  BUILDING  &  LOAN 
ASSOCIATION  (^Continued) 

87.  Preparation  of  the  annual  report. — It  is  difficult 
to  understand  the  accounting  of  a  building  and  loan 
association  without  seeing  exactly  how  the  various  books 
are  kept.  We  will,  therefore,  take  the  accounts  of  a 
building  and  loan  association  which  are  somewhat  con- 
fused, endeavor  to  arrange  them  properly  and  finally 
arrive  at  a  true  understanding  of  the  financial  condition 
of  the  association. 

Our  subject  of  study  will  be  the  Alliance  Building 
and  Loan  Association,  which  has  a  membership  of  one 
thousand. 

The  fiscal  year  runs  from  April  80  to  May  1.  The 
secretary  of  the  association  died  in  April,  1906.  An 
accountant  is  called  in  and  asked  to  prepare  the  annual 
report  pf  the  association.  May  1, 1905,  to  April  30, 1906. 

88.  Report  of  the  previous  year. — The  report  of  the 
previous  year  showed  the  following  items: 

ASSETS. 

Securities  $365,000.00 

Investments  in  Real  Estete 25,000.00 

Amounts  due  from  members  for  interest,  dues  and 

premiums  (in  arrears) 7,000.00 

Office  Fixtures  and  Stationery 250.00 

Balance  in  Treasury 2,500.00    $399,750.0« 

LIABILITIES. 

175  shares  2d    series  139  mos.  paid $  23,100.00 

325       "  3d        "       120      "         "    39,000.00  . 

300       "  4th      **       108      "         "    32,400.00 

375       "  5th      "        96     "         "    36,000.00 

46 
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350  shares    6th  series    84  tnos.  paid 9  ^,400.00 

"    23,400.00 


325 

M 

7th 

«i 

72 

425 

«( 

8th 

u 

60 

500 

M 

9th 

u 

48 

700 

M 

10th 

u 

36 

850 

it 

11th 

u 

24 

1600 

U 

12th 

u 

12 

25,500.00 
24,000.00 
25,200.00 
20,400.00 
19,200.00 


5925       "  $297,600.00 

Accumulated  profit  on  above  stock  at  6  per  cent. . . .     57,870.00 

Bills  payable 20,000.00 

Dues  paid  in  advance 1,000.00 

Reserve  Tund 5,000.00    $381,470.00 


Surplus $  18,280.00 

The  previous  report  also  showed  the  value  of  each 
share  of  stock  of  the  various  series  May  1,  1905,  to  be 
as  follows: 

2nd  series $189.80      8th  series $72.00 


Srd 

M 

166.90 

9th 
10th 

nth 

12th 

u 

55.90 

4th 

M 

145.60 

(4 

40.40 

5th 

M 
M 

125.50 

106.90 

(t 

26.30 

6th 

«( 

12.54 

7th 

i( 

88.80 

89.  Cash  accotmt  for  the  previous  year. — The  secre- 
tary has  kept  a  rough  cash  book  called  "roll  book";  also 
a  "members'  ledger,"  in  which  cash  receipts  are  classi- 
fied monthly  in  columns  provided  for  dues,  interest,  fees 
and  premiums.  There  is  also  a  general  ledger,  in  which 
appear  accounts  for  each  individual  loan,  as  well  as  one 
controlling  account  of  "loans."  There  are  no  accounts 
showing  dues,  premiums,  fines,  interest,  expenses,  the 
liability  of  the  association  to  the  stockholders  of  the 
various  series  or  the  accrued  interest  on  these  shares  to 
date  of  last  apportionment  of  interest.  There  is  but 
one  "cash  account"  showing  total  receipts  and  disburse- 
ments. An  analysis  of  this  cash  accoimt  for  the  year 
ending  April  30, 1906,  shows  the  following  receipts  and 
disbursements: 

RECEIPTS. 

Balance  in  treasury  May  1,  1905 9    2,500.00 

Dues  received  during  the  year 75^50.00 
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Interest  received  on  loans »  i2S,000.00 

Premiums    1,000.00 

Fines  500.00 

Entrance  fees 500.00 

Loans  repaid   136,000.00 

Rents  received  on  Real  Estate 9,000.00    . 

Bills  payable 90/)00.00    fMliSdO.OO 


DISBURSEMENTS. 

Matured  stock.  Second  Series,  175  shares  paid  as  of 

Sept.  30,  1905 9  35,000.00 

Advances  to  members  on  account  of  loans,  7S5  shares  145,000.00 
Shares  withdrawn: 

3rd  series,    ^  shares %  2,520.00 

4th       -         50       **      5,600.00 

0th       **       200       "      18,400.00 

10th       -         30       -       1,140.00 

12th       -  5       "      80.00 

13th       •*         15       *•      75.00 

27315.00 

Profit  paid  on  above  shares  withdrawn 3^.80 

Interest,  taxes  and  expenses  on  real  estate 1,000.00 

Repairs  to  real  estate. 750.00 

Printing  and  Advertising 300.00 

Interest  and  discount  on  bills  payable 603.20 

Secretary's  salary  780.00 

Advanced  payments  repaid 108.00 

Bills  payable  paid  off 40,000.00      255,225.00 

96,125.00 

The  arrearages  on  April  80,  1906,  amount  to  $5,800, 
and  the  advance  payments  to  $760, 

40.  Withdrawals. — The  clause  in  the  constitution  re- 
lating to  withdrawals  from  the  association  is  as  follows: 
Members  wishing  to  withdraw  from  said  association 
shall  be  entitled  to  receive  the  net  amount  they  have  paid 
the  association,  not  including  fines,  assessments  and  pro- 
portion of  losses;  and  in  addition  thereto  4  per  cent  per 
annum  equated  time  for  stock  two  years  old  and  up- 
wards, and  for  stock  less  than  two  years  old  the  net 
amount  paid  in  less  fines  and  taxes;  provided  that  no 
additions  shall  be  allowed  for  fractional  parts  of  a  year. 

41.  FirH  step. — The  accountant's  first  step  should  be 
to  set  clearly  before  him  the  work  which  he  has  to  accom- 
plish.   He  should  then  make  up  statements  for  the 
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year.  The  annual  statements  have  been  similar  in  form 
since  the  organization  of  the  association;  and  wiless 
there  is  something  radically  wrong  in  the  principle  of 
the  former  reports,  it  would  be  advisable  for  the  auditor 
to  follow  the  customary  form,  so  that  members  who 
have  become  acquainted  with  former  statements  may  be 
able  to  understand  the  current  report  and  be  in  a  posi- 
tion to  make  comparisons  with  former  results. 

These  statements  have  included  a  statement  of  re- 
ceipts and  disbursements,  statement  of  assets  and  liabili- 
ties, statement  of  number  of  shares  of  each  series  out- 
standing at  the  beginning  of  the  year,  number  cancelled 
during  the  year,  accrued  interest  on  each  series  of  stock 
to  date,  value  of  each  series  per  share  and  total  value 
of  all  of  the  stock  of  the  various  series. 

42.  Method  of  procedure. — In  the  constitution  of 
building  and  loan  associations  an  article  will  generally 
be  found  calling  for  the  annual  appointment  of  an 
auditing  committee,  whose  duty  it  shall  be  to  examine 
the  books  and  accounts  of  the  secretary  and  treasurer. 
It  often  happens,  however,  that  the  members  of  the 
auditing  committee  have  little,  if  any,  knowledge  of 
accounting,  or  the  proper  method  of  making  an  audit. 
In  consequence,  the  examination  made  by  them  is  fre- 
quently very  superficial,  and  discrepancies  which  may 
exist  in  the  accounts  are  overlooked. 

An  accountant  called  in  under  circumstances  similar 
to  those  assumed  in  the  problem  should  make  a  very 
careful  audit  of  the  accounts  of  the  former  secretary 
as  well  as  those  of  the  treasurer.  The  securities  should 
be  examined  in  detail,  not  only  for  the  purpose  of  veri- 
fying the  total  amount  of  the  asset,  but  also  with  a  view 
to  determining  that  the  mortgages  are  properly  re- 
corded, that  the  properties  are  covered  by  fire  insur- 
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ance,  etc.  The  evidence  of  ownership  of  the  real  estate 
should  also  be  scrutinized  and  the  accountant  satisfied 
that  the  valuation  is  approximately  correct.  The  bal- 
ance of  the  cash  on  hand  should  be  treated  in  the  usual 
manner.  Each  pass  book  should  be  called  in  by  the 
auditor  and  compared  item  by  item  with  the  entries  in 
the  members'  ledger.  The  amount  of  unpaid  interest, 
dues  and  premiums,  as  well  as  dues  paid  in  advance, 
should  be  verified  at  the  tune  of  examination  of  the 
members'  pass  books. 

48.  Statement  of  receipts  and  disbursements. — ^Fol- 
lowing the  form  given  in  the  problem,  a  statement  of 
receipts  Imd  disbursements  would  be  furnished.  This 
would  be  made  up  of  the  items  stated  in  the  problem, 
namely,  balance  on  hand  May  1,  1905,  $2,500.00, 
and  receipts  during  the  year  from  various  sources 
amounting  to  $258,850.00,  making  the  total  amount  of 
cash  to  be  accounted  for,  $261,350.00.  The  disburse- 
ments during  the  year  as  shown  by  the  problem 
amounted  to  $255,225.00,  leaving  the  balance  on  hand 
$6,125.00. 

44.  Statement  of  assets  and  UabiKties. — The  problem 
also  furnishes  the  form  in  which  the  previous  state- 
ments of  assets  and  liabilities  have  been  prepared.  The 
first  and  most  important  liability  is  the  amount  due  to 
members  of  the  various  series.  In  the  form  given  the 
liability  to  members  for  dues  only  is  shown,  followed 
by  an  item  called  "accumulated  profits."  A  close  in- 
vestigation of  "accumulated  profits  $57,870.00,"  will 
show  that  it  is  obtained  by  averaging  the  time  during 
which  the  various  series  have  been  in  force  (thus 
equated  time  being  considered  to  be  half  the  number 
of  years  which  the  series  have  run),  and  calculating 
interest  on  that  basis  at  6  per  cent.     For  instance,  the 
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average  time  of  investment  of  the  176  shares  of  the  sec- 
ond series  is  5^  years,  and  interest  at  6  per  cent  has 
been  allowed  on  $28,100  for  the  5^/^  years.  This 
method  of  equating  dues  is  not  strictly  correct.  Ap- 
plying the  rule  already  given  for  finding  equated  time 
the  actual  average  time  during  which  the  dues  received 
from  members  of  the  second  series  have  been  on  inter- 
est in  the  association  is  really  66%  months.  The  aver- 
age time  for  the  third  series  is  60%  months,  and  so  on 
until  the  twelfth  series  is  reached,  the  average  time  of 
which  is  6%  months.  This  is  due  to  the  fact  that  pay- 
ments are  received  in  advance. 

However,  inasmuch  as  there  may  be  a  reason  other 
than  simplicity  for  equating  the  payments  on  the  basis 
of  previous  statements  and  as  the  statement  is  prac- 
tically of  no  further  value  than  to  show  the  members 
of  the  association  that,  besides  earning  interest  on  their 
deposits  at  the  rate  of  6  per  cent,  they  have  accumu- 
lated, over  and  above  such  interest,  a  large  surplus;  it 
would  probably  be  advisable,  in  order  to  allow  of  com- 
parison with  previous  statements,  to  make  it  up  on  the 
same  basis,  as  follows: 

ASSETS. 

Securities  f374/)00.00 

Cash  remaining  in  treasury 69I26.OO 

Investments  in  real  estate 25,000.00 

Due  from  members  for  arrearages  of  dues,  interest 

and  premiums 5,800.00 

Office  fixtures  and  stationery g50.00    ^41 1 ,175.00 

LIABILITIES. 

305  shares  3rd  series,  132  months  paid $  40,260.00 

250   "    4th   "   120    "     "  30,000.00 

375   "    5th   "   108    "     ••  40,500.00 

150   "    6th   "    96    "     "  14,400.00 

325   '*    7th   •*    84    "     **  27,300.00 

425   "    8th   "    72    "     **  30,600.00 

500   "    9th   "    60    "     "  30,000.00 

670   "  10th   "    48    •*     '*  32,160.00 

850   •*  nth   **    36    "     "  30,600.00 

1595   ••  12th   "    24   "     •*  38,280.00 

541   "  13th   "    12   •*     **  6,492.00 

$320,592.00 
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Accumulated  profit  on  above  (figured  on  basis  used 

in  previous  reports) f61^99^ 

Dues  paid  in  advance TdO.OO 

Reserve  fund  5,000.00    9387^74^6 

Surplus    $28,300.44 

45.  Tracing  discrepancies. — The  problem  is  not  quite 
clear  regarding  the  number  of  shares  which  were  taken 
out  in  the  18th  series.  Among  the  cash  receipts  appears 
an  item,  "Entrance  fees,  $500.00."  The  customary 
entrance  fee  is  25  cents  for  each  share,  which  would 
indicate  that  2,000  shares  were  subscribed  for.  The 
problem,  however,  will  not  work  out  on  that  basis  and 
from  other  information  furnished  us  a  very  different 
result  is  obtained.  The  disbursements  show  that  175 
shares  of  the  second  series  were  paid  for  as  of  Sep- 
tember 80,  1905.  This  we  must  take  to  indicate  that 
five  months'  dues  were  collected  on  these  shares,  making 
the  total  amount  collected  on  this  series  of  $875.00. 
On  the  various  shares  which  were  withdrawn,  not  in- 
cluding the  15  shares  withdrawn  on  the  18th  series,  there 
was  collected  (and  paid  back)  $2,000.00.  On  the  re- 
maining 5,445  shares  in  the  8d,  4th,  5th,  6th,  7th,  8th, 
9th,  10th,  11th,  and  12th  series  in  force  at  the  end  of 
the  year,  there  should  have  been  received  for  dues 
$65,840.00,  making  the  total  amount  which  should  have 
been  received  in  dues,  exclusive  of  the  new  series, 
$68,215.00. 

The  problem  states  that  the  dues  actually  collected 
during  the  year  amoimted  to  $75,850.00.  It  further 
appears  that  at  the  beginning  of  the  year  dues  to  the 
amount  of  $1,000.00  had  been  prepaid  and  that  at  the 
same  time  there  was  due  members  for  "interest,  dues 
and  premiums"  in  arrears  $7,000.00.  During  the  year 
$108.00  in  the  shape  of  dues  was  returned  and  the  ad- 
vance pajrments  at  the  end  of  the  year  amoimted  to 
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).00,  while  the  arrearages  at  that  time  were 
$5,800.00. 

It  is,  of  course,  impossible  to  determine  how  much 
of  the  item  called  "interest,  dues  and  premiums"  con- 
stituted dues.  For  this  reason  and  also  because  the 
amount  can  easily  be  determined  by  the  books  and  no 
principle  is  involved,  we  will  consider  the  total  of  the 
arrearages  as  consisting  entirely  of  dues.  On  this 
assumption,  adding  to  the  amount  prepaid  May  1, 1905 
($1,000.00),  the  dues  collected  diu4ng  the  year 
($75,850.00),  as  well  as  the  arrearages  at  the  end  of 
the  year  ($5,800.00),  and  deducting  the  amount  paid 
back  ($108.00),  the  amount  due  at  the  beginning  of 
the  year  ($7,000.00),  and  the  over  payments  at  the  end 
of  the  year  ($760.00),  we  find  that  the  total  amoimt 
of  dues  which  should  have  been  received  from  all 
sources  during  the  year  is  $74,782.00.  Deducting  from 
this  total  the  amoimt  already  given,  which  should  have 
beeii  received  for  dues,  exclusive  of  the  18th  series 
($68,215.00),  we  find  that  the  members  of  the  new 
series  should  have  contributed  $6,567.00. 

On  the  fifteen  shares  canceled  on  the  18th  series  there 
was  received  $75.00,  leaving  a  net  difference  of 
$6,492.00  to  represent  the  dues  on  the  remaining  stock 
of  this  series,  which  would  indicate  that  541  shares  were 
outstanding  at  the  end  of  the  year.  The  marked  dis- 
crepancy between  dues  appearing  to  have  been  collected 
from  members  of  the  18th  series  and  the  number  of 
shares  which  evidently  were  subscribed  for,  would  call 
for  careful  investigation  on  the  part  of  the  accountant 
in  order  to  satisfy  himself  fully  that  the  cash  receipts 
had  been  properly  entered  and  accoimted  for  by  the 
former  secretary. 

46.  DiHribution  of  profits  by  partnership  plan. — 
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The  next  step  will  be  to  distribute  the  profits  made  by 
the  association  among  its  stockholders.  Let  us  assume, 
in  the  first  place,  that  the  association  carries  this  out 
according  to  the  partnership  plan,  which  has  already 
been  described.  The  method  of  dividing  profits  accord- 
ing to  the  partnership  plan  will  be  as  follows: 


No. 

Total 

Equated 

shares 

dues 

time 

Bquivalent 

Series, 

outstand- 

paid 

in 

for 

ing. 

in. 

months. 

one  month. 

3rd 

305 

139 

66%  = 

$9,677,990 

4th 

9S0 

120 

60y,  = 

1,815,000 

5ih 

375 

108 

54y,= 

9,907,950 

6ih 

150 

96 

481/,= 

698,400 

7th 

925 

84 

49%  = 

1,160,950 

8th 

4^5 

79 

36%  = 

1,116,900 

9th 

500 

60 

30%  = 

915,000 

10th 

670 

^     48 

94%  = 

787,990 

11th 

850 

36 

i8y«  = 

566,100 

l»th 

1595 

94 

12%  = 

478,500 

13th 

541 

19 

6%  = 

49,198 

fl9,464306 

The  amount  to  be  divided  is  the  item  of  accmnulated 
profit,  $61,522.56,  plus  the  surplus,  $23,800.44,  making 
a  total  of  $84,828.00.  We  therefore  find  that  the  rate 
per  cent  of  profit  per  month  has  been: 

84,828  -T- 124,648.08  =.6805 

Having  obtained  the  per  cent  of  profit  per  month,  we 
now  proceed  to  arrive  at  the  profit  per  share  in  the  fol- 
lowing manner: 


Series. 

Dnes  paid 

in  on 
e«ch  share. 

Equated 
time. 

Eqniralent  to 

the  following 

amount  for 

one  month. 

Profit  on 
each  share 
at  .6805%. 

Total  ralue 
of  each 
share. 

Total 

accumulated 

value  of 

all  shares. 

Srd 

139 

66% 

^,778 

$59.73 

$191.73 

$58,477.65 

4th 

190 

601/, 

7^60 

49.40 

169.40 

49,350.00 

5th 

108 

541/3 

5,886 

40.05 

148.05 

55,518.75 

6th 

96 

48y3 

4,656 

31.68 

197.68 

19,159.00 

7th 

84 

491/3 

3,570 

94.99 

108.99 

35,194.95 

8th 

79 

sey. 

9,698 

17.88 

89.88 

38,199.00 

9th 

60 

301/3 

1,830 

19.45 

79.45 

36,995.00 

10th 

48 

941/3 

1,176 

8.00 

56.00 

37,590.00 

11th 

36 

181/3 

666 

4.53 

40.53 

34,450.50 

19th 

94 

191/3 

300 

9.04 

96.04 

41,533.80 

13th 

19 

eVs 

78 

.53 

19.53 
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Tlie  total  assets  are 9411»175.<X) 

The  reserve  fund,  plus  the  dues  paid  in  advance 
amount  to  5,760.00 

Total  to  be  apportioned 9405,415.00 

Undivided  profit  $15.39 

47.  Distribution  of  profits  according  to  Dearter's 
rule. — ^Let  us  assume  that  instead  of  dividing  the  profits 
according  to  the  partnership  plan  the  association 
operates  according  to  Dexter's  rule,  the  profits  to  be 
divided  on  the  assumption  that  dues  only  make  up  the 
items  of  arrearages  of  dues,  premiums  and  interest: 

STATEMENT  OF  EARNINGS  FOR  THE  YEAR. 

Interest  received  on  loans 933,000.00 

Premiums  received  on  loans 1,000.00 

934^000.00 
Less  int.  and  disc  acct  hills  pay 003.90 

Net  interest  receipts 933,396.80 

Fines 500.00 

Entrance  fees 500.00 

Rents  received  on  real  estate $3,000.00 

Less  payments  of  interest,  taxes  and   ex- 
penses and  repairs  to  real  estate 1,750.00  950.00 

Total  net  receipts  for  year 994,646.80 

Deduct  general  expenses  printing  and  ad- 
vertising      9800.00 

Secretary's  salary  780.00        1,080.60 

Net  gain  for  current  year 993,566.80 

Add  profit  forfeited  on  shares  withdrawn. .  3,663.95 

997,930.75 
Deduct  proAt  of  current  year  distributed  to 
maturing  shareliolders  of  second  series...  910.00 

996,390.75 
Add  undistributed  profit  from  former  year.  10.00 

Total  amount  to  be  distributed 996330.75 

The  profit  forfeited  on  shares  withdrawn,  assuming 
the  values  as  shown  by  the  former  report,  to  be  correct, 
is  obtained  in  the  following  manner: 
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Series. 


Number        Value  per 
of  shares  share  6/1/05 


Third 

Fourth   

Sixth   

Tenth    

Twelfth    

Thirteenth  


with- 
drawn. 

80 

50 
900 

30 
5 

15 


per  former 

report 

$166.90 

145.60 

106.90 

40.40 

18.55 


Dues 

paid  in 

per 

share. 

190 

108 

84 

36 

19 


Accumulated 

profit  to 

5/1/05  per 

share. 

946.90 

37.60 

99.90 

4.40 

M 


Total  ac- 
cumulated 
profit. 

9  938.00 

1,880.00 

4,580.00 

139.00 

9.75 


Amount  of  profit  paid  to  withdrawing  stockholder. 
Forfeited  profit 


97,539.75 
3,868.00 

93,663.95 


The  profit  of  current  year  distributed  to  members  of 
second  series  is  determined  as  follows: 

Deduct  the  total  dues  paid  in  by  members  ($182.00  + 
$5.00)  from  the  par  value  ($200.00)  to  obtain  amount 
of  profit  distributed  on  the  series  ($68.00).  At  the 
beginning  of  the  year  the  accumulated  profit  was 
($189.80  less  $182.00)  $57.80;  consequently  there  must 
have  been  distributed  of  the  current  profits  $68.00  less 
$57.80  or  $5.20  per  share,  a  total  of  $910.00. 

We  now  proceed  to  calculate  the  profit  on  each  share, 
which  is  done  by  the  following  method: 


Series. 


Third  .... 
Fourth  ... 
Fifth   .... 

Sixth 

Seventh  .. 
Eighth  ... 
Ninth  .... 
Tenth  .... 
Eleventh  . 
Twelfth  .. 
Thirteenth 


No.  of 

Value 

Total  Value 

shares  out- 

5/1/05. 

5/1/05. 

standing. 

305 

fl66.90 

950,904.50 

^50 

145.60 

36,400.00 

375 

195.50 

47,069.50 

150 

106.90 

16,035.00 

.  325 

88.80 

98,860.00 

435 

73.00 

30,600.00 

500 

55.90 

97,950.00 

670 

40.40 

97,068.00 

850 

96.30 

99,355.00 

1^95 

19.55 

90,017JM 

541 

5,986 


Dues  of  current  year  ($5,966  X  f  19)  971339*00,  average  in- 
vestment 6y^  months,  or  the  equivalent  at  one  year  of  the 
amount  of 


9a%iju§M 


38,909.00 


Total  average  investment  for  one  year 9346,16lJM 

Net  DTofit  to  be  distributed  ($96330.75)  divided  by  the  average  invest- 
ment (9346,16U5)  produces  per  cent  of  additional  profit  (7.606  per  cent). 
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The  "total  average  investment"  shown  in  the  follow- 
ing table  is  obtained  by  adding  average  investment  of 
current  dues,  $6.50  per  share,  to  the  value  May  1,  1905. 
The  "total  value  of  each  share  May  1,  1906,"  is  ob- 
tained by  adding  to  the  value  of  each  share  at  the  begin- 
ning of  the  year  the  profit  and  $12.00,  dues  of  current 
year. 

Total                           Total  value  Total  accuma- 

Value  average  Profit  at  of  each  share  lated  value 

Scries.             5/1/05.  investment  7.606%.  5/1/06.  of  stock. 

3rd $166.90  $173.40  $13.19  $192.09  $58^87.45 

4th   145.60  152.10  11.57  169.17  43^2.50 

5th 125.50  132.00  10.04  147.54  55^27.50 

6th   106.90  113.40  8.62  127.52  19,128.00 

7th   88.80  95.30  7.25  108.05  35,116.25 

8th 72.00  78.50  5.97  89.97  38,237.25 

9th 55.90  62.40  4.75  72.65  36,325.00 

10th   40.40  46.90  3.57  55.97  37,499.90 

11th 26.30  32.80  2.49  40.79  34,671.50 

12th 12.55  19.05  1.45  26.00  41,470.00 

13th 6.50  .49  12.49  6,757.09 

$405,412.44 
Amount  to  he  distributed 405,415.00 

Undivided  profit  $2.56 

The  greater  numher  of  societies  divide  their  profits 
according  to  the  partnership  plan.  Where  the  account- 
ant is  not  certain  of  the  plan  followed  he  can  readily 
ascertain  it  by  an  examination  of  the  books.  If  the 
method  has  been  equitable  and  the  members  understand 
the  basis  on  which  profits  are  distributed,  it  would  be 
advisable  to  follow  the  customary  plan.  In  the  report 
which  should  accompany  the  statement  the  accoimtant 
might  call  attention  to  the  other  methods  of  distributing 
profits,  as  well  as  set  forth  in  general  the  results  of  his 
examination. 
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48.  'Basis  of  the  insurance  business. — ^All  forms  of 
insurance  are  based  upon  the  law  of  averages.  No  one 
is  able  to  tell,  in  the  case  of  any  single  individual,  how 
soon  he  will  die,  and  as  a  consequence  insuring  a  single 
life  would  be  nothing  but  gambling.  But  when  we 
take  a  large  group  of  persons,  either  the  population 
of  a  district  or  a  given  number  of  people  scattered 
throughout  the  country  or  over  the  world,  this  uncer- 
tainty disappears.  The  untimely  death  of  one  is  offset 
by  the  extraordinary  longevity  of  another.  The  law 
of  averages  takes  away  the  element  of  doubt  and  leaves 
in  its  place  a  mathematical  definiteness  upon  which 
accurate  calculations  can  be  made. 

Statisticians  noticed,  many  years  before  life  insur- 
ance came  into  vogue,  the  remarkable  uniformity  from 
year  to  year  in  the  death  rate  per  thousand  of  popula- 
tion of  a  .given  community.  They  discovered  that  the 
death  rate  per  thousand  among  people  of  a  given  age 
was  about  the  same  in  every  year,  but  that  the  death 
rate  at  each  age  was  different  from  the  death  rate  of 
every  other  age,  being  lowest  in  the  earlier  years  of 
human  life  and  continually  increasing  as  the  age  of  the 
person  advances.  The  collection  and  tabulation  of  these 
observations  made  possible  scientific  life  insurance. 

In  fire  insurance  all  buildings  are  classified  accord- 
ing to  construction,  location,  liability  to  destruction 
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from  fire  in  the  neighborhood,  the  character  of  fire  pro- 
tection, both  public  and  private,  and  the  use  to  which 
the  building  is  put.  All  this  information  has  been  clas- 
sified and  arranged  in  a  scientific  manner  and  the  rates 
have  been  fixed  according  to  the  experience  which  the 
fire  insin-ance, companies  have  had  with  each  class.  The 
fire  insurance  business  is  more  risky  than  that  of  life 
insurance,  because  the  experience  of  those  in  the  busi- 
ness is  not  so  uniform,  and  a  conflagration  such  as  the 
San  Francisco  fire  will  cause  the  losses  to  go  much  above 
computed  figures. 

49.  Lccw8  governing  insurance  companies. — In  order 
to  thoroughly  understand  our  subject,  it  is  well  to  in- 
vestigate some  of  the  provisions  of  law  governing 
insurance  companies.  The  fact  that  the  different 
states  are  very  much  averse  to  having  a  foreign  insur- 
ance company  come  within  their  boundaries  to  do  busi- 
ness has  led  to  the  custom  of  taxing  such  a  company 
for  all  the  state  can  get  out  of  it.  The  insiu^ance  com- 
missioner is  usually  possessed  of  very  great  authority, 
and  can  close  up  a  company  for  any  slight  deviation 
from  the  laws. 

The  laws  of  the  various  states  regarding  insiu'ance 
companies  are  very  diverse,  especially  as  regards  the 
minor  details  of  operation.  The  general  principles, 
however,  are  the  same  throughout  the  country,  and  we 
will  use  as  an  illustration  the  Pennsylvania  laws. 

60.  Pennsylvania  laws  regarding  organization  of  in- 
surance  companies. — ^Any  ten  persons,  citizens  of  Penn- 
sylvania, may  draw  up  articles  of  agreement  for  the 
incorporation  of  a  stock,  fire,  or  life  insurance  company. 
These  articles  of  agreement  shall  specify: 

(1)  The  name  of  the  company:  the  word  "mutual" 
must  appear  if  the  company  is  a  mutual  company. 
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(2)  The  kind  of  insurance  written,  whether  fire,  life, 
health  or  accident  insurance. 

(8)   The  principle  on  which  the  insurance  is  given. 

(4)  The  place  of  business. 

(5)  The  amount  of  capital  stock. 

(6)  The  powers  which  the  company  expects  to  have. 
After  these  articles  of  agreement  have  been  drawn 

up,  they  must  be  acknowledged  by  someone  empowered 
to  receive  acknowledgment  of  deeds,  and  must  then  be 
forwarded  to  the  insurance  commissioner  of  the  state, 
and  after  this  to  the  attorney  general,  for  his  ap- 
proval. 

When  ten  or  more  citizens  of  Pennsylvania  have 
agreed  upon  the  organization  of  a  stock,  fire,  or  life 
insurance  company,  the  law  provides  that  the  books  for 
subscription  must  be  kept  open  until  the  full  amount  of 
capital  stock  specified  is  subscribed.  The  shares  may 
not  be  of  smaller  par  value  than  $10  e^ich,  and  10  per 
cent  of  the  capital  stock  must  be  paid  in  at  the  time  of 
subscribing.  The  full  100  per  cent  must  be  paid  not 
later  than  six  months  from  the  time  of  subscription. 

When  one-half  of  the  capital  stock  has  been  sub- 
scribed and  20  per  cent  paid  in,  the  oflScers  of  the  pro- 
posed company  shall  certify  to  the  governor  of  the  state 
the  amount  of  stock,  the  name  and  address  of  sub- 
scribers, and  the  place  where  the  money  is  deposited. 
If  the  governor  approves  he  may  then  cause  letters 
patent  to  be  issued  making  a  body  corporate  of  the 
subscribers.  The  secretary  of  the  commonwealth  next 
records  the  approved  articles  of  association  and  returns 
them  to  the  company.  The  company  in  turn  has  them 
recorded  in  the  recorder's  office  of  the  county  in  which 
it  is  situated.  When  the  stock  has  been  paid  in  full  the 
company  may  commence  business,  provided  its  assets 
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have  been  examined  by  the  insurance  commissioner,  and 
have  been  found  equal  to  the  capital  stock,  less  the  nec- 
essary expenses  of  organization.  If  he  finds  the  assets 
of  sufficient  value,  he  is  then  in  a  position  to  issue  a  cer- 
tificate entitling  the  company  to  issue  policies  in  the 
State  of  Pennsylvania. 

In  Pennsylvania,  every  stock  company  doing  a  fire 
insurance  business  must  have  at  least  $100,000  of  cap- 
ital stock;  every  life  insurance  company  must  have  at 
least  $800,000  capital  stock,  and  every  health  and  acci- 
dent insurance  company  must  have  at  least  $100,000  of 
capital  stock. 

61.  Supervision  of  investment  of  capital  stock  by  the 
state. — The  State  of  Pennsylvania  is  not  only  careful 
to  regulate  the  organization  of  insurance  companies 
by  preventing  the  issuing  of  watered  stock,  but  it  is 
also  careful  to  see  that  the  full  paid  capital  stock  is 
carefully  invested.  The  law,  therefore,  provides  that 
the  capital  stock  of  an  insurance  company  can  only  be 
invested  in  the  following  forms: 

1.  Bonds  and  first  mortgages  on  improved  and  unen- 
cumbered real  estate  in  Pennsylvania,  worth  60  per  cent 
more  than  the  loan,  exclusive  of  buildings,  unless  in- 
sured, and  the  policies  transferred  to  the  company. 
These  policies  must  be  written  by  another  company 
than  the  one  making  the  investment. 

2.  Ground  rents. 

8.  Bonds  of  the  United  States  and  State  of  Penn- 
sylvania. 

4.  Bonds  of  any  other  state  if  at  par  value  when  pur- 
chased. 

5.  Bonds  of  any  county,  city  or  municipality  in  the 
state  on  which  there  has  been  no  default  in  interest. 
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6.  Bonds  of  solvent  railroads  in  which  there  has  been 
no  jief ault  of  interest. 

52,  Investment  of  funds  in  excess  of  capital  stock. — r 
The  Pennsylvania  law  also  provides  that  funds  of  any 
insurance  company  over  and  above  the  capital  stock 
(such  as  the  reserve  or  surplus)  may  be  invested  in: 

(a)  All  the  foregoing  forms. 

(b)  In  the  stock  or  other  evidence  of  indebtedness 
of  any  solvent,  dividend-paying  corporation  created  by 
any  state,  or  the  United  States. 

(c)  May  loan  such  money  on  securities,  if  the  market 
value  is  at  least  20  per  cent  more  than  the  sum  loaned. 

The  law  also  provides  that  not  more  than  one-half 
of  the  capital  stock  of  an  insiu^ance  company  may  be 
loaned  on  mortgages  of  real  estate,  and  that  not  more 
than  one-tenth  of  the  capital  stock  may  be  invested  in 
a  single  mortgage;  also,  that  no  loans  are  permitted  on 
personal  security.  In  case  a  company  violates  any  of 
these  rules  with  reference  to  the  investment  of  the  cap- 
ital* stock  or  other  surplus  moneys  then,  according  to 
the  law,  the  penalty  is  that  the  directors  shall  be  per- 
sonally liable  for  the  loss.  Furthermore,  the  law  pro- 
vides that  an  insurance  company  can  only  hold  real 
estate  which  is — 

(1)  Necessary  for  the  transaction  of  its  business. 

(2)  Mortgaged  to  it  and  foreclosed. 

(8)  Which  has  been  conveyed  in  satisfaction  of  a 
debt  or  which  has  come  to  it  at  sale  upon  judgment. 

58,  Regulation  regarding  dividends. — The  law  also 
aims  to  protect  the  public  by  regulating  the  amount  of 
dividend  which  insurance  companies  may  pay: — 

First,  no  dividend  may  be  paid  except  from  profits, 
and  in  calculating  profits  there  is  to  be  charged  against 
the  company: 
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(a)  Capital  stock  together  with  the  amount  of  pro- 
posed dividend. 

(b)  The  reserve,  which  in  the  case  of  one-year  poli- 
cies we  say  is  equal  to  one-half  of  the  annual  premium 
income,  and  a  pro-rata  portion  for  policies  whose  term  is 
more  than  one  year. 

(c)  All  sums  due  the  company  on  investments,  of 
which  no  part  of  the  principal  or  interest  has  been  paid 
during  the  last  calendar  year,  and  for  which  foreclosure 
proceedings  have  not  been  commenced,  or  if  judgment 
has  been  given,  have  remained  unsatisfied  for  more 
than  two  years. 

(d)  All  interest  due  or  accrued  and  remfiining  un- 
paid. 

(e)  All  other  debts  and  obligations. 

Secondly,  no  dividend  is  to  be  paid  which  exceeds  10 
per  cent  unless  its  capital  stock  remains  unimpaired, 
after  charging  as  a  liability  in  addition  to  the  items 
above  enumerated  the  entire  amount  of  net  premiums 
received  and  receivable  upon  aU  risks  at  the  time  of 
making  such  dividend. 

Provision  is  also  made  for  the  increase  in  the  capital 
stock  of  the  company,  but  in  any  case  an  increase  in 
capital  stock  must  represent  full  paid  stock,  or  the  con- 
version of  the  surplus  over  and  above  all  other  legal 
requirements  into  the  capital  stock. 

64.  Organization  of  a  mutual  company. — ^The  prin- 
cipal feature  in  connection  with  the  organization  of  a 
mutual  company  is  the  provision  for  a  "guarantee 
fimd"  at  the  time  the  company  begins  business.  If  the 
purpose  is  to  insure  lives,  mutual  companies  must  have 
a  guarantee  capital  of  not  less  than  $200,000.  In  case 
of  health  and  accident  insurance  companies^  the  said 
guarantee  capital  must  not  be  less  than  $100,000,  and 
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5  per  cent  of  this  guaranteed  capital  must  be  paid  in 
cash  before  commencing  business. 

The  method  of  organizing  such  companies  is  the  same 
as  that  for  stock  companies.  The  companies  may  begin 
to  issue  policies  as  soon  as  application  for  $200,000  of 
insurance  has  been  taken. 

With  reference  to  the  accumulation  of  a  guaranteed 
capital,  the  law  of  Pennsylvania  makes  the  following 
provisions:  Subscribers  to  the  guarantee  fund  must  give 
notes  for  the  balance  (that  is  the  amount  over  and  above 
the  50  per  cent  required  before  conunencing  business), 
which  shall  be  liable  to  assessment  from  time  to  time 
for  all  purposes  of  carrying  on  the  business,  including 
the  reserve.  The  subscribers  to  this  guarantee  fund 
may  receive  interest  from  the  company  semi-annually 
at  a  rate  not  exceeding  6  per  cent  provided  there  is  a 
net  balance  over  and  above  the  reserve  liability.  When 
the  assets  of  the  company  shall  exceed  the  reserve  and 
other  liabilities,  to  an  amount  equal  to  the  guarantee 
fund,  the  directors  of  the  company  may  return  such 
portion  to  the  subscribers  as  they  think  is  warranted; 
but  the  law  expressly  says  that  no  more  than  this  sum 
with  interest  shall  be  returned. 
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LIFE  INSURANCE 


56.  Mortality  table. — The  basis  of  the  life  insurance 
business  is  the  mortality  table,  of  which  there  are  many 
fonns  in  use.  The  "Actuarial  Mortality  Table"  which 
represents  the  experience  of  a  number  of  insurance  com- 
panies is  a  commonly  used  table.  Another  is  the 
"American  Experience  Table  of  Mortality,"  which  rep- 
resents the  experience  of  a  number  of  American  insur- 
ance companies.  The  Actuarial  Table  of  Mortality  is 
as  follows: 


ACTUARIES'  TABLE  OF  MORTALITY. 


*  ^  Number 

^«*^  Living. 

10  100,000 

11  99,394 

12  98,650 

IS  .; 97,978 

U  97,307 

15  \ 96,636 

16  95,965 

17  95,293 

18  94,620 

19  93,945 

20  93,268 

21  92,588 

%i  91,905 

23  91,219 

24  90,529 

25  89,835 

26  89,137 

27  88*434 

28  87,726 

29  87,012 

80  86,292 

31  85,565 

32  84331 

S3  84,089 

X-5  66 


Yearly 
ProbabUi^^ 

Yearly 

Number 

FrobabU- 

Dying. 

of 

ity  of 

Dying. 

Surviving. 

676 

.0067600 

.9932400 

674 

.0067859 

.9932141 

672 

.0068119 

.9931881 

671 

.0068484 

.9931516 

671 

.0068959 

.9931041 

671 

.0069434 

.9930566 

672 

.0070026 

.9929974 

673 

.0070625 

.9929375 

675 

.0071336 

.9928664 

677 

.0072064 

.9927936 

680 

.0072909 

.9927091 

683 

.0073768 

.9926232 

686 

.0074641 

.9925359 

690 

.0075643 

.9924357 

694 

.0076659 

.9923341 

698 

.0077700 

.9922300 

703 

.0078866 

.9<>21134 

708 

.0080061 

.9919939 

714 

.0081389 

.  .9918611 

720 

.0082750 

.9917250 

727 

.0084248 

.9915752 

734 

.0085784 

.9914216 

742 

.0087468 

.9912532 

750 

.0089191 

.9910809 
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Number 
Living. 


Age. 


34  

36  82^81 

36  81314 

37  81,038 

38  80,253 

39 79,458 

40  78,653 

41  77,838 

42  77,012 

43  76,173 

44  75,316 

45  74,435 

46  73,526 

47  72,582 

48  ; 71,601 

49  70,580 

50  69,517 

51  68,409 

52  67,253 

53  66,046 

54  64,785 

55  63,469 

66  62,094 

57  60,658 

58  59,161 

59  57,600 

60  55,973 

61  54,275 

62  52,505 

63  50,661 

64  48,744 

65  46,754 

66  44,693 

67  42,565 

68  40,374 

69  38,128 

70  35,837 

n  33,510 

72  31,159 

73  28,797 

74  26,439 

75  24.100 

76  21,797 

77  19,548 

78  17,369 

79  15,277 

80 13,290 

81  11,424 

82  9,694 

83  8,112 

84  6,685 

85  5,417 

86  4,306 

87  3,348 

88  2,537 


Number 
Dying. 

758 

767 

776 

785 

795 

805 

815 

826 

839 

857 

881 

909 

944 

981 
1,021 
1,063 
1,108 
1,156 
1,207 
1,261 
1,316 
1,375 
1,436 
1,497 
1,561 
1,627 
1,698 
1,770 
1,844 
1,917 
1,990 
2,061 
2,128 
2,191 
2,246 
2,291 
2,327 
2,351 
2,362 
2,358 
2,339 
2,303 
2,249 
2,179 
2,092 
1,987 
1,866 
1,730 
1,582 
1,427 
1,268 
1,111 

958 

811 

673 


Yearly 
Probability 
of 

Dying. 
.0090955 
.0092877 
.0094849 
.0096867 
.0099064 
.0101311 
.0103619 
.0106118 
.0108943 
.0112509 
.0116973 
.0122120 
.0128389 
.0135157 
.0142595 
.0150611 
.0159386 
.0168982  , 
.0179473 
.0190927 
.0203133 
.0216643 
.0231261 
.0246793 
.0263856 
.0282464 
.0303362 
.0326116 
.0351204 
.9378998 
.0408256 
.0440818 
.0476138 
.0514741 
.0556300 
.0600872 
.0649328 
.0701581 
.0758049 
.0818834 
.0884679 
.0955602 
.1031794 
.1114692 
.1204444 
.1300648 
.1404064 
.1514357 
.1631938 
.1759121 
.1896785 
.2050951 
.2224804 
J2422340 
.2652741 


Yearly 
Probabil- 
ity of 
Surviving. 
.9909045 
.9907123 
.9905151 
.9903133 
.9900936 
.9898689 
.9896381 
.9893882 
.9891057 
.9887491 
.9883027 
.9877880 
.9871611 
.9864843 
.9857405 
.9849389 
.9840614 
.9831018 
.9820527 
.9809073 
i»796867 
.9783357 
.9768739 
.9753207 
.9736144 
.9717536 
.9696638 
.9673884 
.9648796 
.9621602 
.9591744 
.9559182 
.9523862 
.9485259 
.9443700 
.9399128 
.9350672 
.9298419 
.9241951 
.9181166 
.9115321 
.9044398 
.8968206 
.8885308 
.879555G 
.8699352 
.8595936 
.8485643 
.8368062 
.8240879 
.8103215 
.7949049 
.7775196 
.7577660 
.7347259 
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Yearly  Yearly 

.                 Number    Number  Probability  Probabil- 

^6^               Living.     Dying.      of  ity  of 

Dying.  Surviving. 

89  1364      645     .2923890  .7076180 

90  1^19      427     .3237300  .6762700 

91  892  322  3609866  .6390134 

92  570  231  .4052632  .5947368 

93  339  155  .4672271  .5427729 

94  184  95  .5163043  .4836967 

95  89       62  .5842697     .4157303 

96  37       24     .6486486     3513514 

97  13       9     .6923077     3076923 

98  4       8     .7500000     .2500000 

99  1        1    1.0000000     .0000000 

56.  The  calculation  of  premiums. — The  operation  of 
this  table  is  easily  understood.  The  table  begins  with 
100,000  persons  living  at  the  age  of  10.  We  find  that 
this  number  gradually  dwindles;  that  in  the  11th  year, 
for  example,  676  of  the  original  100,000  die.  The  per- 
centage of  deaths  continually  increases  while  the  num- 
ber of  survivors  is  constantly  diminishing,  with  the  re- 
sult that  at  the  beginning  of  the  99th  year  only  one  of 
the  original  100,000  survives,  and  at  the  beginning  of 
the  100th  year  the  original  number  has  entirely  disap- 
peared. 

Looking  at  it  from  another  standpoint  we  find  that 
at  age  85,  82,581  people  of  the  original  100,000  are 
Uving;  at  age  50,  69,517;  at  age  70,  85,887,  and  at  age 
85, 5,417.  If  we  express  the  number  dying  during  each 
year  as  the  percentage  of  those  living  at  the  beginning 
of  the  year  we  have  a  measure  of  the  probabilities  of 
deaths  during  that  particular  year.  This  calculation 
and  its  converse  is  represented  by;  the  last  two  columns 
of  the  table. 

It  will  be  seen  that  the  probability  of  death  is  exceed- 
ingly low  during  the  early  years;  that  in  the  22d  year 
a  man  has  a  little  over  7  chances  in  1,000  of  dying; 
that  in  the  55th  year  his  chances  of  death  are  almost 
four  times  greater  or  20  in  1,000 ;  that  in  the  61st  year 
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they  are  80;  that  in  the  75th  year  they  have  gone  to  95, 
and  finally  in  the  98th  year  they  are  750  out  of  1,000. 

The  principle  of  life  insurance  is  to  apply  the  foregoing 
results  in  such  a  way  as  to  cause  those  who  live  to  share 
the  losses  of  those  who  die.  Life  insurance,  therefore, 
is  essentially  a  mutual  proposition.  The  members  of  a 
life  insurance  company  really  insure  each  other,  for  the 
funds  out  of  which  death  losses  are  paid  are  drawn  pri- 
marily from  the  insured  members  themselves.  The  man 
who  lives  past  the  average  period  of  life  pays  a  greater 
amount  than  is  necessary  to  enable  the  company  to  meet 
his  own  obligation  had  they  been  insuring  him  as  an 
individual  and  not  as  one  of  a  class.  The  excess  goes 
to  pay  a  portion  of  the  loss  sustained  on  another  mem- 
ber who  died  before  reaching  the  average  time  of  life. 

57.  Natural  premium  plan. — There  are  two  plans  of 
life  insurance  in  general  use.  The  first  is  called  the 
"natural  premium  plan"  and  the  second  the  "reserve" 
or  "level  premium  plan."  In  the  natural  premium  plan 
enough  is  collected  from  each  insured  member  at  the 
beginning  of  each  year  so  that  the  total  sum,  together 
with  interest  earned  during  the  year,  will  give  the  com- 
pany just  sufficient  funds  to  meet  the  death  claims  for 
that  period.  It  follows  that  since  the  chances  of  death 
increase  as  the  insured  grows  older  the  premiums  which 
he  pays  to  the  company  increase  each  year.  The  reason 
for  this  is  evident. 

If  we  turn  to  the  mortality  table  we  find  that  at  the 
age  of  85  82,581  of  the  original  100,000  people  will  be 
ahve  and  that  diuHing  the  86th  year  767  people  will  die. 
If  we  assume  that  each  one  of  these  persons  carries 
$1,000  of  insurance,  it  follows  that  the  company  will 
have  to  pay  out  in  the  86th  year  $767,000  in  death 
claims.    This  amount  must  be  collected  from  the  num- 
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ber  of  people  who  began  that  year;  or,  in  other  words, 
from  the  82,581  persons  surviving  at  the  age  of  85. 
We  see  that  the  amount  which  the  company  must  collect 
would  be  obtained  by  dividing  82,581  into  $767,000, 
giving  us  $9.29  as  the  sum  which  must  be  collected  from 
each  member  for  that  year.  This  excludes  expenses 
and  the  interest  which  the  company  can  earn  from  the 
investment  of  the  premiums  during  the  period.  '  If  we 
take  the  next  year  we  find  that  the  burden  is  a  little 
heavier.  There  are  at  that  time  81,814  people  with 
insurance  in  force.  The  deaths  during  this  year  are 
776,  requiring  $776,000  of  the  company.  The  assess- 
ment, therefore,  would  be  $9.49  per  person,  an  increase 
of  20  cents  over  the  preceding  year. 

Looking  down  the  table  we  find  that  at  age  60, 55,973 
of  the  original  100,000  would  still  be  alive.  During 
the  next  year  1770  deaths  would  occur,  requiring  the 
company  to  raise  $1,770,000.  The  assessment,  there- 
fore, for  the  61st  year  would  be  $81.62.  At  age  90 
1819  of  the  original  policy  holders  would  survive.  The 
deaths  during  the  next  year  would  be  427,  requiring 
$427,000.  To  meet  this  burden  would  require  the  pay- 
ment of  a  premium  of  $828.78  by  each  policy  holder, 
almost  one-third  of  the  total  amount  guaranteed  by  the 
insurance  company  to  the  policy  holder  upon  his  death. 

This  comparison  illustrates  the  advantages  and  dis- 
advantages of  the  natural  premium  plan.  We  see  in 
the  first  place  that  the  premiums  paid  are  very  low — 
and  hence  very  attractive — when  the  insured  is  young. 
The  advantage  which  he  secures  dinging  youth,  how- 
ever, he  pays  for  in  his  old  age,  for  the  rates  rapidly 
increase  after  middle  life  is  passed,  and  during  the  later 
years  become  almost  prohibitive. 

58.  Fraternal   insurance. — Many   of   the    fraternal 
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orders  use  an  unscientific  modification  of  the  natural 
premium  plan.  They  lump  together  their  membership 
of  all  ages  and  collect  the  same  premiums  from  each. 
The  death  claims  of  each  month  are  pro-rated  among 
the  living  according  to  the  amount  of  insurance  which 
each  has  taken  out.  This  means  that  the  younger  mem- 
bers of  the  order  are  paying  a  part  of  the  death  claims 
of  the  older  members.  The  plan  works  satisfactorily 
so  long  as  the  entire  membership  is  young  because  the 
assessments  then  are  small,  but  unless  new  blood  is  con- 
stantly being  taken  into  the  order  the  average  age  of 
the  members  will  steadily  increase  and  the  assessments 
will  grow  rapidly  until  finally  they  become  prohibitive. 
If  the  percentage  of  old  and  young  members  has  not 
been  maintained,  experience  has  shown  that  the  younger 
members  will  drop  out,  leaving  the  aged  and  compara- 
tively helpless  to  bear  the  enormous  burden.  This  is 
eflfectively  shown  by  the  following  comparison  of  a 
young  and  an  old  mutual  association  for  the  same  period 
of  years. 

The  first  is  an  association  organized  in  1892.  The 
record  of  death  rates,  together  with  the  amount  of  insur- 
ance in  force,  is  shown  in  the  following  table: 

Amount  of  insur-     Death-rate 
Tear.  ance  in  force.         per  1,000. 

1897    $5,419,000  2.4 

1898  6,903,000  3.9 

1899  6,350,000  SJ9 

1900  7,753,000  4.3 

1901  8,560,500  6.0 

Let  us  compare  with  this  a  society  organized  in  1879 
which  in  its  insurance  in  force  rose  to  a  high  rank  (had 
outstandmg  something  like  $180,000,000  in  risks),  but 
which  in  later  years  has  been  losing  in  numbers,  and 
the  average  age  of  whose  members  has  likewise  largely 
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increased.    The  record  for  the  same  period  is  as  fol- 
lows: 

Amount  of  insur-     Death-rate 
Tear.  ance  in  force.         per  l/KX). 

1897    151,612,500  26.9 

1898  44,023,500  30.2 

1899  37,294,500  32.0 

1900  17,073,500  40.8 

1901  10,736,500  43.3 

59.  Level  premium  plan. — The  disadvantages  of  the 
natural  premium  plan  are  so  manifest  as  to  cause  most 
of  our  insurance  to  be  based  upon  the  "reserve"  or  "level 
premium  plan."  The  principle  of  the  level  premium 
plan  is  to  collect  from  each  insured  person  a  certain  sum 
based  upon  the  age  at  which  he  takes  out  his  policy, 
which  premium  shall  remain  imchanged  throughout  his 
life.  The  sum  which  is  paid  is  greater  than  would  be 
required  under  the  natural  premium  plan  during  the 
early  years  of  the  period,  but  on  the  other  hand  it  is 
smaller  than  that  required  during  the  later  years.  Un- 
der the  level  premium  plan  assessments  collected  during 
the  first  years  are  held  in  reserve,  invested  and  accumu- 
lated at  compound  interest  so  as  to  meet  the  discrepancy 
between  the  death  losses  and  the  annual  premium  pay- 
ments during' the  later  years. 

This  insurance  reserve  is  really  dijfferent  at  every 
moment  of  the  day  and  evety  day  in  the  year.  It  is 
frequently  defined  as  the  fund  which  a  life  insurance 
company  must  have  invested  at  a  given  time  so  that 
the  amount  of  the  original  fund,  together  with  the  accre- 
tions from  interest  at  the  rate  of  return  assumed  by  the 
company  and  the  expectation  of  receipts  from  future 
premiums  according  to  the  mortality  table  will  enable 
the  company  to  pay  all  future  death  claims  under  its 
existing  policies. 

60.  Reserve. — There  are  several  elements  in  the  ques- 
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tion  of  reserve  which  require  a  consideration.  The  first 
concerns  the  rate  of  interest  assumed.  Most  of  the  re- 
serve tables  are  based  upon  the  assumption  that  the 
company  will  be  able  to  earn  a  certain  rate  of  interest 
upon  its  money.  We  have,  for  example,  a  4  per  cent 
table  and  a  8  per  cent  table,  the  latter  being  the  one 
most  commonly  used.  The  reserve,  according  to  this 
table,  must  be  increased  each  year  by  the  moneys  re- 
ceived from  investments  at  the  rate  of  8  per  cent  per 
year  in  order  to  give  the  company  suflScient  money  to 
meet  future  death  claims.  If  the  company  is  able  to 
earn  more  than  8  per  cent  on  its  money  it  will  have  on 
hand  a  sum  larger  than  its  required  reserve;  and  every 
well-managed  company  is  able  to  do  this.  •  These  excess 
earnings,  together  with  profits  accruing  from  fortunate 
investments,  constitute  the  company's  "surplus,"  which 
might  be  defined  as  the  excess  of  assets  over  and  above 
the  sum  which  the  company  should  have  to  meet  its 
mathematically  ascertained  death  losses  of  the  future. 
61.  Illustration  of  operation  of  the  reserve. — The 
subject  of  the  insurance  reserve  is  important  to  the 
accountant,  and  one  of  the  most  important  parts  of  his 
examination  of  the  accounts  of  insurance  corporations 
is  to  ascertain  its  sufficiency.  It  is  necessary,  there- 
fore, for  us  to  understand  its  operation.  Take  as  an 
example  a  person  21  years  of  age  who  takes  out  a  "whole 
life  policy"  of  $10,000.  The  whole  life  policy  is  one  in 
which  the  insured  agrees  to  pay  the  stated  annual 
premium  throughout  his  entire  life.  In  this  calculation 
we  will  have  to  use  the  actuarial  table  showing  the 
amount  which  should  be  paid  on  such  a  policy,  which, 
however,  we  have  not  space  to  insert  here.  This  table 
merely  represents  a  mathematical  calculation  of  the 
annual  simi  to  be  contributed  according  to  the  prin- 
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ciples  already  laid  down.  In  our  calculation  we  leave 
out  of  consideration  what  is  known  as  "loading"  or  the 
amount  which  the  company  adds  to  the  sum  which  must 
be  collected  to  cover  the  expenses  of  conducting  the 
business  and  the  commissions  paid  to  the  agents.  This 
sum  to  which  no  "loading"  has  been  added  is  known 
as  the  "net  annual  premium." 


At  age  21,  the  net  premium  is $13.27 

Cost  of  first  year's  insurance  is.  ..*... 7.06 

Leaving  as  a  contribution  to  the  reserve $6.22 

Reducing  the  risk  on  the  policy  to  $993.78. 

The  item  "cost  of  first  year's  insurance"  is  merely  the 
pro-rated  proportion  of  the  losses  from  death  claims 
during  the  first  year  on  all  the  policies  of  this  class  held 
at  the  beginning  of  the  year  by  persons  of  age  21.  In 
other  words  it  is  the  natural  premiimi  for  age  21. 

Omitting  the  calculations  for  a  number  of  years  we 
find  that  if  this  member  lives  to  the  age  50  his  net  annual 
premiimi  is 

still .$13.27 

"Cost  of  insurance"  during  subsequent  year 10.10 

Leaving  as  contribution  to  the  reserve ./.  .i. .     3.17 

Notice  that,  owing  to  advancing  age  and  its  attendant 
greater  chances  of  death,  the  "cost  of  insurance"  or 
"natural  premium"  is  much  larger  than  at  age  21,  leav- 
ing a  much  smaller  excess  of  the  level  premium  to  be  car- 
ried to  the  reserve;  yet  the  contributions  of  the  previous 
years,  together  with  interest  thereon,  have  brought  this 
reserve  up  to  $803,  leaving  the  risk  on  the  policy  at 
$697. 
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If  the  member  lives  to  age  75,  the  reserve  will  have 
reached  $680,07  reducing  the  risk  to  $819.93.  Although 
the  cost  of  insurance  or  natural  premium  will  exceed 
the  level  premium,  yet  the  reserve  will  continue  to  in- 
crease thus: 

Reserve  at  beginning  of  75th  your $680.07 

Net  premium $13.27 

Int.  added  to  reserve «7.78     41.00 

Less  **co8t  of  insurance" 27.06 

Added  to  reserve «. .»     18.94 

Reserve  at  end  of  year $694.01 

Thus  the  reserve  on  a  single  policy  continues  to  grow 
until  at  the  beginning  of  the  99th  year  (if  the  insured 
lived  so  long)  it  would  be  just  a  little  short  of  $1,000. 
The  premiums  received  and  interest  earned  would  bring 
it  up  to  $1,000  by  the  end  of  that  year,  by  which  time, 
according  to  the  mortality  table,  the  policy  would  call 
for  payment. 

62.  Mortality  table  showing  reserve. — The  following 
table,  while  further  showing  how  the  reserve  is  accumu- 
lated, shows  also  that  the  total  reserve  on  all  policies 
granted  to  persons  of  a  given  age  while  increasing  for 
a  few  years,  eventually  enters  upon  a  period  of  decline, 
due  to  the  deaths  of  the  insured  and  the  payment  of 
their  policies. 

This  information  for  the  entire  class  was  collected 
and  tabulated  by  the  New  York  Life  Insurance  Com- 
pany and  formed  one  of  their  exhibits  at  the  Chicago 
Exposition  in  1898.  It  gives  a  real  understanding  of 
the  operation  of  an  insiu^nce  company. 
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68.  Operation  of  the  table. — Our  mortality  table 
shows  us  that  at  the  age  85,  82,581  persons  will  survive. 
It  is  presumed  also  that  each  of  these  has  taken  out  a 
whole  life  policy  of  $1,000,  the  annual  premium  for 
which  is  $19.86. 

This  means  $1,640,884.47  in  premiums  the  first  year, 
which  earns  $65,635.38  in  interest,  bringing  the  total 
income  to  $1,706,519.85.  But  767  persons  die,  necessi- 
tating the  payment  of  $767,000  on  their  policies,  leaving 
$939,515.85  for  the  reserve  at  the  end  of  the  first  year. 
Only  $1,624,826.04  is  collected  during  the  next  year  in . 
premiums  from  the  remaining  81,814  policy  holders; 
but  interest  on  these  premiums  receipts  and  on  the  above 
mentioned  contribution  to  the  reserve  brings  the  total 
income  up  to  $1,727,399.88,  which,  after  the  payment 
of  $776,000  in  new  death  claims,  leaves  $951,399.88  for 
the  reserve,  bringing  the  latter  up  to  $1,890,919.78. 

At  age  62,  the  reserve  against  50,661  policies  remain- 
ing is  $22,695,285.26.  The  premium  receipts  on  these 
poKcies  amount  to  $1,006,127.46,  while  interest  on  these 
and  on  the  reserve  brings  the  total  income  up  to  $1,954,- 
181.97.  The  death  claims  are  $1,917,000,  so  that  the 
reserve  is  increased  only  by  $37,181.97  to  $22,732,417.23. 

The  48,744  policy  holders  surviving  at  age  64,  con- 
tribute only  $968,543.28  in  premiums.  Interest  brings 
the  total  income  up  to  $1,916,581.70.  But  the  death 
claims  this  year  call  for  $1,990,000,  reducing  the  re- 
serve $73,418.30  or  to  $22,658,998.98.  From  this  point 
the  total  reserve  dwindles  until  at  the  beginning  of  the 
99th  year  there  is  only  $941.68  left.  But  this  covers 
only  one  policy,  all  the  others  having  been  paid  in  full. 
The  $19.86  received  from  this  policy  holder  plus  the 

J.46  of  interest  earned  during  the  year  will  bring  the 
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reserve  up  to  $1,000,  just  enough  to  pay  this  last  policy, 
leaving  reserve  at  nothing  at  the  end  of  the  year. 

64.  The  ^'reserve"  a  liability. — The  computation  o£ 
the  insurance  reserve  against  each  of  the  many  kinds  of 
policies  issued  by  a  large  company  is  a  complicated  actu- 
arial problem.  This  computation  must  be  made  each 
year  by  the  state  insurance  commissioner  whose  duty  it 
is  to  ascertain  if  the  company  is  maintaining  a  proper 
reserve.  If  the  company's  reserve  falls  belovir  the  re- 
quired amount  it  is  declared  to  be  insolvent  and  is  pre- 
vented from  taking  new  business.  In  practice  the  au- 
ditor of  a  life  insurance  company's  accounts  accepts  the 
results  of  the  insiu^ance  commissioner's  work  in  this  mat- 
ter even  although  the  computation  of  this  liability  is  the 
central  f eatiu^e  of  life  insurance  accounting.  The  ordi- 
nary accountant  does  not,  indeed,  possess  sufficient 
knowledge  of  mathematics  to  enable  him  to  make  the 
computation. 

The  insurance  reserve  is  one  of  the  best  examples  of 
what  is  known  as  a  "non-ledger  liability"  or,  in  other 
words,  a  liability  which  is  not  shown  on  the  ledger. 
None  of  the  books  of  the  insurance  companies  actually 
show  that  the  proper  reserve  is  maintained  for  each 
policy  or  each  class  of  policies. 
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CHAPTER  VII 

ACCOUNTING  SYSTEM  OF  A  LIFE  INSURANCE 
COMPANY 

65.  Insurance  a  cash  business. — The  accounting  sys- 
tem of  an  insurance  company  is  almost  as  simple  as  that 
of  a  building  and  loan  association;  indeed,  there  is 
very  little  difference  between  them.  The  business  of 
a  life  insurance  company,  like  that  of  all  other  insur- 
ance companies,  is  regarded  as  being  concerned  only 
with  cash  receipts  and  payments,  and  the  entries  are 
made  in  accordance  with  this  theory.  Insurance  com- 
panies sell  but  one  commodity — ^namely,  protection 
against  death,  fire  or  accident.  They  receive  in  return 
from  their  patrons  compensation  in  the  form  of  cash. 
When  premiums  are  overdue  no  entry  is  made  to  show 
that  they  have  not  been  paid.  This  information  is  given 
by  the  absence  of  a  credit  on  the  policy  holder's  ledger 
account.  Policy  holders  may  die  and  the  company  be 
liable  for  the  payment  of  the  death  claim,  but  no  entry 
is  made  until  the  claim  is  actually  settled,  everything 
but  cash  transactions  being  ignored  as  far  as  the  books 
are  concerned. 

66.  Principal  hooks. — The  books  of  insurance  com- 
panies consist  essentially  of  a  series  of  cash  books,  with 
the  necessary  ledgers.  The  principal  book  used  in  re- 
cording receipts  is  the  general  cash  journal.  Subsid- 
iary to  this  there  are  a  number  of  cash  books  recording 
the  different  sources  from  which  income  is  derived. 
The  more  common  of  the  subsidiary  cash  books  kept  are 
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the  agent's  cash  book,  the  home  office  cash  book,  the  for- 
eign cash  book  and  the  cash  expenditure  book.  The 
agent's  cash  book  contains  the  record  of  moneys  received 
from  agents  both  for  the  first  premium  paid  at  the  time 
the  policy  is  issued  and  also  for  such  subsequent  premi- 
ums as  may  have  been  paid  by  the  policy  holder  to  the 
agent  instead  of  direct  to  the  company.  In  the  home 
office  cash  book  are  entered  the  receipts  from  all  insur- 
ance which  has  been  issued  directly  through  the  home 
office.  The  foreign  cash  book  contains  a  record  of  all 
moneys  received  from  policy  holders  residing  in  dis- 
tricts served  by  the  company's  branch  offices.  The  cash 
expenditure  book  records  all  outlays  which  the  insurance 
company  makes  for  the  current  expenses  of  its  business 
and  the  compensation  of  its  agents,  as  well  as  for  the 
purchase  of  securities. 

The  results  shown  by  these  various  subsidiary  cash 
books  are  assembled,  before  posting,  in  a  general  cash 
jomnal.  The  general  cash  journal  is  a  columnar  book 
which  contains  a  special  column  for  each  of  the  more 
frequently  used  accounts  in  the  general  ledger,  those 
on  the  debit  side  being:  Premiums,  real  estate,  interest, 
loans,  mortgages;  and  on  the  credit  side:  Dividends  to 
policy  holders,  agents'  commissions,  medical  examina- 
tion, postage  and  exchange,  agents'  salaries,  general 
expense,  traveling  expense,  death  claims,  surrender 
value,  matured  insurance,  mortgages,  and  bills  receiv- 
able. In  addition  a  sundry  column  is  provided  for  the 
debits  and  credits  to  the  accoimts  infrequently  used. 

67.  General  ledgers. — It  would  be  feasible  for  an  in- 
surance company  to  dispense  entirely  with  a  general 
ledger,  such  as  is  usually  carried  by  other  businesses. 
The  footings  at  the  bottom  of  each  column  in  the  gen- 
feral  cash  journal  constitute,  in  effect,  a  statement  show- 
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ing  the  exact  condition  of  the  business  as  regards  its 
receipts  and  payments.  It  is  customary,  however,  for 
an  insurance  company  to  keep  a  more  permanent  rec- 
ord of  the  monthly  results  than  the  general  cash  journal 
affords  and  this  is  done  through  a  general  ledger.  The 
totals  of  the  various  columns  are  posted  at  the  end  of 
each  month  to  their  respective  ledger  accounts.  The 
form  of  the  general  ledger  differs  in  no  way  from  ordi- 
nary ledger  ruling. 

In  theory,  the  general  ledger  premium  account  should 
act  as  a  controlling  account  over  the  totals  of  all  entries 
for  premiums  received  as  shown  by  the  accounts  of  pol- 
icy holders  in  the  policy  ledger;  that  is  to  say,  the  bal- 
ance of  the  premium  account  in  the  general  ledger 
should  equal  the  aggregate  of  all  premiums  credited  in 
the  accounts  of  the  policy  holders.  In  practice,  how- 
ever, this  control  is  very  incomplete.  The  great  num- 
ber of  policy  holders'  accoimts  makes  it  practically  im- 
possible to  secure  an  easy  and  economical  verification. 
It  must  be  borne  in  mind,  also,  that  the  general  ledger 
fails  to  give  some  of  the  results  which  might  be  ex- 
pected in  view  of  the  theory  concerning  the  purpose  of 
this  book.  It  fails  to  show  either  the  face  value  of  any 
policy  (except  those  that  have  been  canceled  through  the 
payment  of  the  death  claims),  or  the  reserve  which  is 
kept  against  those  still  in  force. 

68.  Policy  holders*  ledger. — ^A  second  set  of  ledgers 
kept  by  an  insurance  company  is  the  policy  holders' 
ledgers.  These  are  either  a  large  number  of  books  con- 
taining the  accounts  of  the  various  customers  of  the 
company,  or  the  accounts  kept  on  cards  filed  in  the 
usual  manner.  If  book  ledgers  are  used  they  may  be 
either  permanently  bound,  or  consist  of  loose  leaves  kept 
together  in  a  binder. 
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If  a  permanently  bound  book  is  used  it  is  practically 
impossible  to  so  arrange  the  books  as  to  provide  for 
insertions  at  later  dates  in  the  proper  alphabetical  order. 
For  example,  Adam  H.  Brown  may  become  a  policy 
holder.  His  account  should  be  opened  on  a  certain 
page  where  it  would  naturally  fall  under  an  alphabet- 
ical arrangement.  It  is  very  probable  that  this  portion 
of  the  ledger  will  be  filled  up  and  his  account  given  some 
irregular  location,  causing  constant  inconvenience.  In 
such  cases  the  company  relies  upon  a  card  index  to  find 
the  folio  of  the  book  in  which  the  account  is  kept.  A. 
H.  Brown's  name  must  He  looked  up  in  the  card  cata- 
logue and  the  folio  and  book  niunber  thus  ascertained. 
This  plan  is  not  the  most  economical  because  of  the  ex- 
tra labor  entailed  in  making  the  card  index  and  the 
time  consumed  in  finding  the  account  if  the  index  card 
has  been  misplaced  or  lost.  The  best  form  of  book 
ledger  is  the  ordinary  loose  leaf  ledger.  This  permits 
of  the  regular  arrangement  of  accounts  no  matter  how 
many  new  accounts  may  be  opened.  When  a  policy 
holder  dies  the  page  containing  his  account  is  removed 
from  the  ledger  and  filed  for  future  reference.  When 
new  accounts  are  opened  new  pages  are  inserted  in  their 
proper  place. 

The  final  method  of  keeping  the  policy  holders'  ledg- 
ers is  upon  cards.  It  has  practically  no  advantage  over 
the  loose  leaf  ledger  and  is  open  to  the  objection,  al- 
ways applicable  to  this  method  of  keeping  accounts, 
that  the  cards  are  liable  to  be  lost  through  the  careless- 
ness of  a  bookkeeper.  This  method,  therefore,  is  not 
generally  used. 

Insurance  companies  keep  duplicate  sets  of  policy 
holders'  ledgers,  the  first  being  kept  in  the  bookkeeping 
department  for  the  purpose  of  keeping  the  company  in- 
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formed  of  the  status  of  each  policy  holder's  account. 
These  accounts  are  usually  arranged  alphabetically. 
The  second  set  of  policy  holders'  ledgers  is  kept  in  the 
actuarial  department  and  contains  exactly  the  same  in- 
formation. The  cards,  however,  instead  of  being  ar- 
ranged alphabetically  are  classified  according  to  the 
type  of  poKcy. 

The  actuaries  are  charged  with  the  duty  of  seeing 
that  the  company  at  all  times  maintains  the  proper 
mathematical  reserve  against  every  class  of  policy.  In 
order  to  enable  them  to  do  this  it  is  necessary  that  the 
accoimts  be  so  kept  that  they  can  secure  the  needed  in- 
formation. To  accomplish  this  the  policy  ledger  ac- 
counts in  the  actuarial  department  are  first  divided  on 
the  basis  of  the  various  types  of  policies  which  the  com- 
pany has  outstanding.  The  policy  holders  of  each  type 
are  again  subdivided  on  the  basis  of  the  age  at  which 
their  policies  were  issued;  for  example,  all  the  twenty- 
payment-life  policies  are  grouped  together  in  one  class; 
the  straight  life  policies  constitute  another  class,  and 
the  endowment  policies  another.  In  the  case  of  the 
twenty-payment-Kfe,  all  those  who  took  out  their  poli- 
cies at  the  age  of  21  are  grouped  together;  those  at  22 
form  another  group,  and  so  on. 

The  ledger  card  used  by  one  of  the  large  insurance 
companies  is  shown  in  Form  8  (page  84). 

69.  Records  of  overdue  premiums  and  investments. — 
When  a  company  desires  to  secure  a  record  of  the  total 
amount  of  premiums  that  are  due  but  unpaid  at  any 
time,  which  must  be  done  in  preparing  the  annual  re- 
port, it  is  necessary  for  the  bookkeepers  to  go  through 
every  ledger  containing  policy  accoimts,  taking  from 
each  the  amount  of  premiums  unpaid  and  tabulating 
these  results  upon  adding  machines.     This  laborious 
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process  results  in  a  record  which  is  manifestly  subject 
to  errors,  although  great  care  is  used  in  its  preparation. 

In  addition  to  the  records  already  described  an  in- 
surance company  must  keep  an  account  of  its  invest- 
ments. The  enormous  assets  of  an  insurance  company 
are  composed  largely  of  securities,  the  most  important 
of  which  are  real  estate,  mortgages,  and  the  stocks  and 
bonds  of  many  corporations.  Accurate  records  must 
be  kept  of  these  investments,  which  is  usually  done  in 
a  very  informal  manner.  A  list  is  kept  of  the  various 
classes  of  securities  which  the  company  owns.  There 
is,  for  example,  a  mortgage  register,  a  bond  register 
and  a  stock  register.  In  these  records  an  entry  is  made 
of  the  par  value,  the  name  of  the  security,  the  rate  of 
interest  which  the  security  bears,  the  due  date  in  the 
case  of  a  bond,  the  interest  periods  and  the  price  paid. 

70.  Annual  report. — Our  last  inquiry  deals  with  the 
annual  report  which  the  company  makes  to  its  policy 
holders.  Many  of  the  items  shown  in  this  report,  such 
as  premiums  overdue  or  premiums  not  yet  due,  do  not 
appear  in  any  of  the  books,  but  represent  compilations 
made  by  the  accounting  department.  The  form  of  re- 
port is  as  foUows: 

SIXTY-FIRST  ANNUAL  STATEMENT,  PENN  MUTUAL  LIFE 
INSURANCE  CO. 

RbCEIPTB.  D18BUR8EMEKTB. 

For     Premiums     and  Death  Claims $  4,317,447.38 

Annuities   |  16,990,551.63  Matured   Endowments 

For  Interest,  etc 4,669397.68         and  Annuities 1,451,804.05 

Surrender  Values 1,760,367.66 

Total   I  91,109379.30  Premium  Abatementsi  1,483,75530 

Total  Paid  Policy- 
holders     I    9,013394.39 

1  In  additteo  to  the  abifre  abat«n«its  the  Company  allotted  to  deferred 
distribution  policies  9995,189.18,  making  the  total  apportionment  of  surplus 
during  1908—^9,418344.48. 
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UOBCMMEMMNTB      (cOH^Htied) 

Installment  payments. 9       167^99.79 

Pennsylvania  and  oth- 
er SUte  Taxes 603^6.M 

Salaries,  Medical  Fees, 
Office  and  other  Le- 
gal Expenses 646^7.9S 

Cknnmission  to  Agents 

and  Rents 1,768,666.86 

Agency  and  other  Ex- 
penses            120,553.09 

Advertising,  Printing, 
Supplies,  Postage, 
etc  106,154.73 

Office  Furniture,  Main- 
tenance of  Proper- 
ties^etc. 579,313.91 

Total   9  19,809,63539 


(Bonds  and  stocks  valued  at  market  quotations,  December  31,  1908.) 


Assets. 

State,  Municipal,  Rail- 
road ana  other 
Bonds,  at  market 
valuer  December  31, 
1908  9 

Bank  and  other  Stocks 
at  market  value,  De- 
cember 31,  1908 

Mortgages  and  Ground 
Rents,  1st  Liens 
(Valuation  997^1,- 
950)   

Premium  Notes  se- 
cured by  Policies, 
etc.  (Reserve  value 
99,618,000)  

Policy  Loans  (Reserve 
value  915,909,000) . . 

Loans  on  Bonds, 
Stocks,  etc. 

Home  Office^  Boston 
Office  and  other 
Real  Estate 

Cash  on  deposit  in 
Company's  office  . . . 

Net  Deferred  and  Un- 
reported Premiums. 

Interest  and  Rents 
Due  and  Accrued, 
etc. 


36,991,985.55 
457,966.00 

39,345,534.93 

9,095,038.05 

19,797,957.00 

9,735,980.94 

9,155,708.99 

579,315.41 

1,891,946.68 

1,939,043.86 


LlABILITZES. 

Reserve  at  3%  and  4 
per  cent,  as  required 
bylaw 9  83,199,799.00 

Additional  Policy  Re- 
serve, in  Excess  of 
State  Requirements.      1,905,640.00 

Policy  Claims  await- 
ing Proof  487,909.68 

Premiums  paid  in  Ad- 
vance and  other  Lia- 
bilities         1,973,077.49 

Accumulations  upon 
Deferred  Distribu- 
tion PoUcies 6,861,657.79 

Dividend 
aw  a  rd 
for  1909.^,600,000.00 

Surplus 
for  all 
other 
Contin- 
gencies., 3y484;006.75      6,484,006.75 


Gross  Assets  Dec 
31,  1908 9100,134,376.64 


Gross    Assets,   as 
above 9100,134,376.64 
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Kew    Business    ''paid                            Insurance     Outstand- 
for"  in  1908,  B2^9                                 ing     December     31, 
Policies  for  $e»,134,877.00         1908,    177,518    Poli- 
cies for 9^6,688,936.00 

71.  Armual  report  to  insurance  commissioner. — The 
company  is  also  required  to  make  an  annual  report  as 
of  some  stated  date,  usually  December  81,  to  the  in- 
surance commissioner  of  every  state  in  which  the  com- 
pany does  business.  This  report  covers  a  complete 
statement  of  the  condition  of  the  company  both  as  re- 
gards its  finances  and  its  outstanding  policies  in  all 
their  various  phases.  As  the  various  divisions  of  the 
report,  called  "capital  stock,"  "income,"  "disburse- 
ments," 'ledger  assets,"  and  "liabilities,"  set  forth  the 
peculiar  features  of  insurance  accounting,  we  herewith 
submit  copy  of  that  part  of  the  report.  (Form  9,  pages 
8a-95.) 

72.  The  books  and  the  annual  report. — The  state- 
ment of  assets  and  liabilities  as  submitted  to  the  state 
in  the  annual  report  is  again  somewhat  at  variance  with 
the  condition  of  the  insurance  company  as  shown  by  its 
books.  Taking  up  first  the  statement  of  assets,  we  find 
that  the  first  portion  of  this  statement  is  derived  from 
the  general  ledger.  Following  this  we  have  the  classi- 
fication of  non-ledger  assets.  Under  this  heading  is 
included  past  due  premiums  and  also  the  difference  be- 
tween the  market  value  and  the  book  value  of  securities 
owned,  where  the  market  value  is  greater  than  the  book 
value.  To  this  is  added  interest  and  rents,  which  are 
due  and  accrued  but  not  yet  paid.  There  is  then  de- 
ducted from  the  total  all  items  which  are  not  allowed 
by  the  insurance  commissioner;  for  example,  the  com- 
pany is  carrying  on  its  books  stationery,  office  furniture 
and  perhaps  an  expensive  home  office  which  the  law  does 
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not  permit  them  to  comit  in  figuring  their  reserve.    The 
result  is  the  total  admitted  assets  of  the  company.^ 

iNo  disciusicMi  of  insurance  accounting  would  be  complete  without  an 
explanation  of  the  way  in  which  an  agencj  is  carried  on.  This  is  shown 
bj  a  concrete  example  in  the  next  chapter  on  ''Fire  Insurance  Account- 
ing." 
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CHAPTER  VIII 

FIEE  INSUEANCE  ACCOUNTING 

78,  Similarity  of  insurance  corporations, — ^The  or- 
ganization of  jSre  insurance  companies  and  miscella- 
neous insurance  companies  is  similar  to  that  of  life 
insurance  companies.  The  business  is  considered  as 
being  a  cash  business.  The  commodity  sold  by  the  fire 
insurance  company  is  protection  against  loss  by  fire  and 
the  goods  are  delivered  only  when  the  fire  occurs.  The 
general  ledger  of  the  company  does  not  show  the  face 
value  of  the  policies  outstanding  nor  the  reserve  which 
has  been  accumulated  against  the  risks.  The  essential 
books  here  are  again  the  cash  book  and  the  ledger. 
The  form  of  the  cash  book  is  the  same  as  before.  The 
headings  of  the  various  accounts  are  different  due  to 
the  difference  in  the  character  of  the  risk. 

74.  Difference  between  fire  and  life  insurance. — ^The 
most  important  difference  between  the  fire  companies 
and  the  life  companies  concerns  the  distribution  of  pre- 
miums received  between  income  and  reserve.  In  fire 
insurance  companies  the  entire  premium  for  the  full 
term  of  the  policy,  whether  it  run  for  three  or  five  years, 
is  paid  in  advance  instead  of  at  stated  periods  during 
the  life  of  the  policy,  consequently  the  whole  premium 
cannot  be  considered  as  income.  Only  that  portion 
covering  the  number  of  expired  months  can  be  regarded 
as  income,  while  the  remainder  must  be  held  as  a  re- 
serve to  meet  possible  fire  losses  in  the  years  which  the 
policy  still  has  to  run. 
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Let  us  suppose,  for  instance,  that  a  company  receives 
during  its  first  year  $52,000  as  premiums  on  one  year 
policies.  The  company  in  making  the  calculation  as- 
sumes that  it  has  written  the  same  amount  of  business 
every  day  in  the  year.  This  assumption,  of  course,  is 
not  in  accordance  with  the  true  facts,  but  it  is  uni- 
versally made.  It  follows  that  a  policy  written  on  the 
first  day  of  January  expires  with  the  end  of  the  cal- 
endar year  when  the  books  are  closed.  All  the  pre- 
mium paid  on  that  policy  has,  therefore,  been  earned. 
A  policy  which  is  taken  out  on  June  80  has  six  months 
to  run  beyond  the  end  of  the  calendar  year,  conse- 
quently only  one-half  of  the  premium  has  been  earned. 
On  the  other  hand,  a  policy  issued  on  December  81  has 
one  year  less  one  day  to  run,  so  that  only  one  day's 
premium  can  be  considered  as  having  been  earned. 
The  company  takes  an  arithmetical  average  of  the 
number  of  days  during  which  all  of  the  policies  have 
been  in  force,  which  enables  them  to  ascertain  the  in- 
come actually  earned.     This  is  done  as  follows: 

— "^ =  188  days,  or  the  average  period. 

In  practice  the  company  usually  divides  the  $52,000 
by  two,  since  183  days  is  approximately  six  months. 
This  would  give  an  income  of  $26,000  for  the  first  year 
on  one-year  policies. 

75.  Method  of  ascertairdng  profits. — ^In  ascertaining 
the  profitableness  of  the  company's  business  during  the 
year  the  total  fire  losses  paid  or  still  due  for  the  year 
would  be  deducted  from  the  $26,000  which  has  been 
earned  and  the  balance  would  represent  the  surplus  or 
net  earnings  of  the  company. 

Pursuing  the  illustration  further  we  find  in  the  case 
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of  one  year  policies  that  during  the  second  year  the  com- 
pany will  have  earned  the  $26,000  reserve  to  cover  the 
policies  vjrritten  during  the  first  year  which  did  not  ex- 
pire until  various  dates  in  the  second  year,  and  in  ad- 
dition will  have  received  (assuming  that  the  company's 
business  did  not  increase  or  decline),  $52,000  for  busi- 
ness vjrritten  during  the  second  year.  This  latter  sum 
must  be  pro-rated  in  the  manner  already  explained. 
The  company  would,  therefore,  receive  as  income  from 
its  second  year's  business  $26,000  for  the  unexpired 
business  of  the  first  year  and  $26,000  earned  on  busi- 
ness written  during  the  second  year,  making  a  total  of 
$52,000. 

As  regards  two-year  policies  the  principle  of  calcu- 
lation would  be  the  same.  The  first  year's  premiums 
in  this  case  would  be  divided  by  four  instead  of  by  two. 
It  would  be  figured  that  the  average  expired  portion 
of  all  the  policies  written  for  two  years  would  be  188 
days  or  approximately  six  months.  If,  therefore,  the 
amount  of  the  premiums  received  from  these  policies 
was  $100,000  the  company  would  take  credit  for  $25,000 
earned  during  the  first  year  and  the  resulting  calcula- 
tion would  give  the  earnings  properly  belonging  to  the 
first  year. 

During  the  second  year  (assuming  that  no  new  busi- 
ness was  written,  or,  if  taken,  was  eliminated  from  the 
calculation),  the  company  would  take  credit  for  pre- 
miums covering  the  full  twelve  months  since  all  of  the 
insurance  in  question  would  be  in  full  force  and  opera- 
tion throughout  the  entire  year.  This  would  mean  that 
during  the  second  year  the  company  would  count  $50,- 
000  of  the  original  premiums  received  as  having  been 
earned.  There  would  remain  extending  into  the  third 
year  some  risks  whose  average  unexpired  life  would  be 
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approximately  six  months;  these  would  represent  all 
policies  which  had  been  written  after  Jmie  80  of  the 
first  year.  The  company  at  the  end  of  the  second  cal- 
endar year  would  hold  out  the  remaining  $25,000  to 
cover  the  risk  for  which  it  still  was  liable  upon  these 
policies.  This  would  be  coimted  among  the  earnings  of 
the  third  year. 

76.  The  reserve. — ^Reserve  laws  vary  in  the  different 
states.  The  Pennsylvania  law  provides  that  the  reserve 
must  not  fall  below  20  per  cent  of  the  premiums  re- 
ceived on  unexpired  policies.  As  soon  as  it  falls 
below  this  amount  the  company  is  insolvent  and  is  wound 
up.  The  calculation  of  the  reserve  is  entirely  in  the 
hands  of  the  state  insurance  conmiissioner.  Fire  losses 
are  all  charged  off  in  the  year  in  which  they  occur,  and 
not  in  the  year  in  which  they  are  paid. 

To  avoid  insolvency  which  might  be  brought  about 
by  heavy  losses  it  is  customary  for  fire  insurance  com- 
panies to  start  business  with  a  large  surplus  contributed 
by  the  stockholders.  Each  stockholder  pays  in — ^say 
$150 — ^for  each  share  of  $100  par  value.  Excessive 
losses  can  be  charged  against  the  surplus,  thus  keeping 
the  reserve  intact. 

Another  important  point  in  connection  with  fire  in- 
surance accounting  is  that  the  law  will  not  permit  the 
company  to  carry  its  furniture  and  fixtures  as  assets: 
they  must  be  charged  off  as  part  of  the  expenses  of  the 
year  in  which  they  are  purchased.  This  does  not  mean 
that  they  must  be  eliminated  from  the  books,  but  that 
they  are  not  to  be  considered  as  part  of  the  admitted 
assets  of  the  insurance  company  in  ascertaining  the 
reserve. 

77.  Fire  insurance  illustration. — To  illustrate  the 
method  of  keeping  fire  insurance  accounts,  we  will 
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assume  the   following  to   be  ledger  balances   of  an 
Illinois  fire  insurance  company; 

TRIAL  BALANCE  JULY  1,  1909. 

Losses  adjusted  and  paid 9  16,785.90 

Losses  adjusted,  not  paid 5,210.85 

Premiums  in  hands  of  Agents 7,8919.54 

Capital  $900,000.00 

Surplus 100,000.00 

Premiums    97^500.00 

Interest 8,943.50 

Commissions   36JM7S5 

Taxes    1,510.88 

Salaries    7,498.10 

General  Expenses   16,589.79 

Investments  and  Loans 990,150.69 

Office  Furniture 9,495.10 

Stationery  and  Supplies  (Inventory) 1398.90 

Accounts  Receivable   16,895.95 

Accounts  Payable 3,180.75 

Reserve  for  Losses  adjusted 5,910.85 

Organization  Expenses   1^99.03 

Cash    19,453.94 

$414,834.10        $414,834.10 

The  Policy  Register  shows  i 

Policies  Premiums 

Issued.  Received. 

Expiring  in  one  year $1^00,000.00  $15,000.00 

Expiring  in  two  years 1,075,000.00  18,500.00 

Expiring  in  three  years 1,450,000.00  34^500.00 

Expiring  in  five  years 1,950,000.00  99,500.00 

$5,075,000.00  $97,500.00 

The  Illinois  statute  reads: 

"In  estimating  profits,  there  shall  be  reserved  there- 
from a  sum  equal  to  the  whole  amount  qf  unearned 
premiums  on  unexpired  risks  and  policies.  Any  com- 
pany may  declare  dividends  not  exceeding  10  per  cent 
on  its  capital  stock  in  any  one  year  that  shall  have  ac- 
cumulated and  be  in  possession  of  a  fund,  in  addition  to 
the  amount  of  its  capital  stock — ^and  of  such  dividend, 
and  all  actual  outstanding  liabilities,  equal  to  one-half 
of  the  amount  of  all  premiums  or  risks  not  terminated 
at  the  time  of  making  such  dividends/*  A  year  is  de- 
fined to  mean  a  calendar  year. 
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78.  Calculation  of  the  reserve. — ^From  the  above  we 
will  calculate  the  reserve  and  see  what  amount,  if  any, 
is  available  for  dividends,  without  impairing  the  surplus 
shown  in  the  trial  balance.  In  our  problem  we  will 
ignore  changes  in  relation  to  policies  canceled  ot  settled 
for  under  claims  for  losses,  and  draw  up  the  various 
forms  according  to  the  report  blank  prescribed  by  law: — 

L    CAPITAL  STOCK: 

Amount  of  capital  paid  up  in 

cash   $200,000.00 

Premium  on  stock  sold 100,000.00  $800,000.00 

Balance  Ledger  Assets  Dec. 
31,  Previous  year 

XL    INCOME: 

Gross  ptemimns $97,500.00 

Deduct  Re-insurance,  rebates 

and  return  premiums 

Total  Premiums   $97,500.00 

Interest    8,943,50 

Other  Income 

Total  Income   106,449.50 

Sum  Total 406,449.50 

III.    DISBURSEMENTS: 

Total  Losses  paid 16,785.90 

Less   amount   received    from 
reinsurance,  salvage 

Net  Am't  Losses  Paid. . .  16,785.90 

Commissions    96,847.95 

Salaries 7,498.10 

Taxes    1,510.83 

Office  Furniture 9,495.10 

Organization  Expense 1,899.03 

General  Expenses  16,589.79 

Inventoiy  Stationeiy,  etc.  . . .  1,898.90 

18,411.69 
Less  items  unpaid 3,180.75        15,930.87 

Total   Disbursements....  79,190.08 

Balance    $334,399.49 
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IV.    I.RDGER  ASSETS: 

Inyestments  and  Loans 

Agents'  Balances 

990,150.69 

7,899.54 

16,895.95 

19^3.94 

1,898.90 

Accounts  Receivable 

Cash    

Stationery  and  Supplies  (In- 
ventory)     

Non  Ledger  Assets 

Accrued  items   

336,151.39 

Market  value  assets  on  book 
value  

Deduct  Assets  not  Admitted^ 

Furniture  and  Fixtures 

Agents'   balances   over   three 
months  due  

1,898.90 

Notes  unsecured 

Excess  book  value  of  assets 
maricet  value 

1398.90 
9334,399.49 

Total  Admitted  Assets.. 

LIABILITIES. 

Losses  unpaid  9    5^10.86 

Gross  premiums  upon  all  unexpired  risks,  running 

one  year  or  less  from  date  of  policy  $15,000.00. 

Unearned  50%  7,500.00 

Gross  premiums  upon  all  unexpired  risks  running 

more  than  one  year  from  date  of  policy  $89,500.00. 

Unearned  pro-rata  69,175.00 

Accounts  payable   3,180.75 

Total  liabilities  except  capital 

Capital  actually  paid  in $900,000.00 

Surplus  over  aU  liabilities 49,955.89 

Surplus  to  policy  holders 

Total    


$  85,066.6$ 


949,955.89 
$334,399.49 


RECAPITULATION  OP  FIRE  RISKS  AND  PREMIUMS. 

Amount 

Written  Term.                        Amount  Gross  Fraction  Premiimis 

Year                                        Covered.  Premiums.  Unearned.  Unearned. 

1  year $1,300,000  $15,000  1  $  7,500.00 

9      "    1,075,000  18,500  l  13,875.00 

8      "    1,450,000  34,500  I  98,750.00 

5      "    1,950,000  99,500  ^  96,550.00 

PROFIT  AND  LOSS  STATEMENT, 
nrcxon. 

Total  as  per  income $106,449.50 

Less  reserve  requirements 76,675.00      $99,767.50 
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Disbanements  as  per  statement 979,190.06 

Loeses  unpaid 5^10.85 

Accounts  unpaid  3»180.75 

Net  loss   50,744.18 

960^11.68      980^11.08 

To  arrive  at  the  reserve  it  is  necessary  to  group  the 
risks  according  to  term  and  duration.  Of  all  business 
written  for  one  year  or  less,  at  risk  at  the  end  of  any 
year,  50  per  cent  is  considered  as  being  earned  (on  the 
assumption  that  a  company  doing  a  regular  business  has 
a  number  of  policies  having  only  one  day  to  run  as  it 
has  policies  that  have  run  but  one  day)  and  50  per  cent 
is  considered  as  being  unearned. 

This  system  is  carried  out  on  two  year  business  on 
the  same  equation  of  time,  i.  e.,  if  written  this  year, 
at  the  end  of  the  year  the  proportion  earned  would  be 
as  6  months  is  to  24,  or  ^  with  %  reserved;  and  at  the 
end  of  two  years,  as  18  months  is  to  24,  with  ^  reserved. 

79.  Agency  accounting. — ^The  insurance  business  is 
essentially  one  of  agencies.  One  person,  firm  or  cor- 
poration may  be  agent  for  two  or  three  companies.  To 
illustrate,  let  us  suppose  that  our  firm  acts  as  agent  for 
insurance  companies  A  and  B,  and  its  books  on  Jan- 
uary 1, 1909,  disclosed  the  following  financial  condition: 

ASSETS. 

Cash    9  2340.00 

Agents'  Ledger,  Company  A 10,980.00 

Agents'  Ledger,  Company  B < . . . .  15;360.00 

Furniture  and  Fixtures 1,000.00       f^fiSOM 

LIABILITIES. 

Due  to  Company  A 9  5,890.00 

Due  to  Company  B 7,437.00 

Partners  Account  16,353.00       $29,680.00 
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We  have,  by  treaty  agreements  with  both  Companies, 
A  and  B,  bound  ourselves  to  reinsure  80  per  cent  of  all 
A's  risks  in  Company  B,  and  80  per  cent  of  all  of  B's 
risks  in  Company  A.  We  are  to  receive  from  each 
company  85  per  cent  conmiission  on  the  net  business 
written  each  month,  and  to  pay  our  agents  20  per  cent 
commission  on  the  same  basis,  thus  leaving  15  per  cent 
net  for  ourselves. 

The  agents  of  Company  A  report  to  us  pretniums 
during  January  of  $12,000,  and  return  premiums  of 
$2,000. 

The  agents  of  Company  B  report  to  us  premiums 
during  January  of  $15,000,  and  return  premiums  of 
$2,750. 

The  expenses  of  our  oflSce  during  January  amount 
to  $2,000  and  the  partners'  withdrawals  amount  to 
$1,000.  We  receive  in  cash  from  agents  of  Company  A 
the  sum  of  $11,000,  and  from  the  agents  of  Company 
B  the  sum  of  $12,500.  We  pay  to  our  companies  dur- 
ing January  our  indebtedness  as  on  the  first  of  the 
month. 

From  the  above  data  we  will  make  our  cash  book 
entries,  recording  the  transactions  set  forth.  In  doing 
so,  we  will  take  into  consideration  reinsurances,  commis- 
sions, and  so  forth.  We  will  also  prepare  a  statement 
of  assets  and  liabilities  after  crediting  the  month's  profits 
to  the  partners'  account. 

80.  Journal  entries. — Our  journal  entries  are: 

Agents  Company  A 19,000 

To  Company  A 19,000 

Premiuns  on  new  business. 

Agents  Company  B 15,000 

To  Company  B 15^000 

Premiums  on  new  business. 
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Company  A  9,000 

To  Agents  Company  A 9fiO0 

Return  premiums  Company  A  paid  by 
agents  out  of  premium  receipts. 

Company  B  8,750 

To  Agents  Company  B 9,760 

Return  premiums  Company  B  paid  by 
agents  out  of  premium  receipts. 

Company  B  900 

To  Company  A fOO 

Being  tlie  excess  of  premiums  on  pol- 
icies written  by  Company  B  and  rein- 
sured in  Company  A  over  the 
premiums  on  policies  written  by  Com- 
pany A  and  reinsured  in  Company  B. 

Company  A  3^15.00 

Company  B   3,979.50 

To  Agents  Company  A 9,000.00 

"         "  "  B 9,450.00 

«        "        Commission    3,337.50 

Adjustment  for  commissions  to  general 
agents  and  agents  of  companies. 

It  would  be  well  at  this  point  to  explain  the  above 
entry.  As  already  stated  the  commission  we  receive  is 
on  our  net  business,  which  does  not  include  the  returned 
premiums.  We  have  made  an  entry  debiting  Company 
iB  with  $900,  and  crediting  Company  A  with  the  same 
amount,  therefore,  in  order  to  find  the  net  business  of 
Company  A  we  must  subtract  from  $12,000  gross 
premiums  the  $2,000  returned,  and  add  to  this  result 
($10,000)  the  $900  reinsurance  premiums,  making  a 
total  net  business  of  $10,900.  Thirty-five  per  cent  of 
this  amount  gives  us  $3,815  as  our  commission. 

The  following  are  the  figures  for  Company  B: 

Gross  Premiums $15,000.00 

Less  Return  Premiums  3,750.00 

Net  Premiums  of  Agents 13,950.00 

Less  Reinsurance  premiums 900.00       $11,350.00 

35% 

Our  commission 3,973.50 
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It  is  an  easy  matter  to  calculate  the  commissions  of 
the  company's  agents.  They  get  20  per  cent  of  their 
net  business.  This  net  business  is  the  gross  premiums 
less  the  returns  in  all  cases,  so  all  that  is  necessary  is  to 
apply  this  percentage  to  the  proper  figures. 

Our  final  journal  entry  will  be: , 

Profit  and  Loss $1,887.50 

To  Partners $1,887.60 

We  thus  close  the  profit  and  loss  account  by  crediting 
the  gain  to  the  partners*  account. 

81.  Cash  hook  entries. — The  cash  book  entries  require 
no  explanation  and  are  as  follows: 

CASH  BOOK.— OUR  OFFICE. 


Balance    .... 

Bal 

Agents  Co.  A 

Agents  Co.  B 


Bal'nce  down 


11,000 
13,500 


3,340 


33,600 


35340 


9,513 


Company  A 

Company  B 

Expenses  .. 
Partners 
WithdVls 

Balance  ... 


5,890 
7,437 
3,000 
1,000 


16327 


9,573 


95,840 


Our  final  step  is  the  composition  of  the  Balance  Sheet: 


ASSETS. 

Cash    9  9.513.00 

Agents  Company  A 7,980.00 

Agents  Company  B 13,660.00 

Furniture  and  Fixtures 1,000.00 


931453.00 


LIABILITIES. 


Due  to  Company  A f  7,085.00 

Due  to  Company  B 7^377.50 

Partners 16,690.50 


931,153.00 
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BANK  ACCOUNTING 

82.  Simplicity  of  bank  accounting. — Bank  account- 
ing is  one  of  the  simplest  fonns  of  accounting.  To 
account  for  sums  of  money  deposited  and  paid  out  is 
certainly  simpler  than  to  record  properly  the  varied 
transactions  met  with  in  railway,  coal  mining,  or  man- 
ufacturing concerns. 

In  railway  accounting  we  must  always  have  in  mind 
the  question  as  to  whether  an  expenditure  is  properly 
chargeable  to  expense  or  to  capital.  In  coal  mining  the 
comparison  of  figures  is  of  great  importance.  They 
must  be  compared  month  with  month,  year  with  year, 
year-to-date  with  year-to-date,  etc.  In  the  manufac^ 
turing  business,  labbr,  strikes,  fire  insurance,  etc.,  influ- 
ence the  accounting  directly. 

88.  BanVs  stock  in  trade. — The  stock  in  trade  of  a 
bank  consists  of  its  capital  (its  deposits,  or  the  loans 
made  to  it  by  its  customers) ;  and  its  loans  and  discounts, 
or  the  loans  it  makes  to  its  customers  and  to  others. 

The  capital  of  a  bank  is  the  stmi  contributed  by  the 
stockholders  as  a  base  or  surety.  It  should  be  invested 
in  interest-bearing  securities  of  unquestionable  value,  in 
order  to  form  an  underl3dng  reserve  for  use  in  case  of 
serious  need. 

All  deposits  are  made  in  cash  or  its  equivalent.  All 
loans  or  discounts  are  credited  to  customers*  accounts 
and  although  the  word  "credits"  is  used,  they  may  im- 
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mediately  withdraw  the  proceeds  in  cash.    All  transac- 
tions are  therefore  dealings  in  cash. 

84.  Essential  features  of  bank  accotmting. — The 
essential  features  of  bank  accounting  are: 

1.  Daily  statement. 

2.  Continuous  balance  in  customer's  deposit  accounts. 
8.  Detection  of  errors  in  posting. 

4.  Prevention  of  defalcations. 

5.  Handling  of  large  volume  of  business  quickly  and 
economically. 

85.  Daily  statement. — ^The  daily  statement  is  really 
only  a  trial  balance  of  the  general  ledger.  All  earn- 
ing and  expense  accounts  appear  thereon  though  they 
are  usually  grouped  so  that  they  may  be  added  together. 
The  daily  statement  serves  three  very  useful  purposes 
of  value  in  the  order  named:  First,  to  determine  whether 
or  not  the  reserve  is  suflScient;  second,  to  enable  the 
oflScers  to  ascertain  whether  to  make  or  curtail  loans; 
third,  to  set  before  the  oflScers  the  condition  of  the  bank, 
i.  e.,  whether  its  loans  and  investments  are  properly  dis- 
tributed, and  whether  the  bank  is  making  or  losing 
money  and  how  much. 

86.  Continuous  balance  in  deposit  accounts. — The 
continuous  balance  in  customers'  deposits  accounts  is  one 
of  the  typical  features  of  bank  accounting.  It  is  neces- 
sary for  the  bookkeeper  to  be  able  to  turn  to  his  ledger 
and  tell  instantly  what  a  customer's  balance  is  and 
whether  it  ynay  he  drayi^  flfgainst.  Very  frequently  this 
information  must  be  communicated  to  the  teller  in  such 
a  manner  that  if  will  not  arouse  the  suspicion  of  the  man 
at  the  window. 

87.  Prevention  of  errors. — The  prevention  of  errors 
in  posting  is  another  very  important  feature  of  bank 
accounting.    If  a  deposit  of  five  hundred  dollars  made 
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by  James  Burke  is  credited  to  the  ax;count  of  James 
Burt,  it  is  possible,  if  the  latter  account  is  one  that  needs 
watching,  that  checks  of  the  latter  may  be  paid  against 
the  deposit  made  by  the  former  before  the  error  is  dis- 
covered. Again,  a  check  of  James  Burt  may  be  charged 
to  the  account  of  James  Burke,  and  discovery  made  too 
late,  that  the  account  of  James  Burt  is  not  good  for  the 
check.  In  large  cities,  where  clearing  houses  are  in 
operation,  it  is  necessary  to  have  stringent  rules  gov- 
erning the  return  of  "not  good"  checks  sent  through  the 
exchanges;  if  the  error  in  posting  is  discovered  after 
the  hour  set  for  the  return  of  such  checks,  the  bank  so 
paying  in  error  must  be  the  loser. 

Several  methods  are  in  use  to  detect  these  errors  in 
posting.  The  system  generally  used  is  to  have  the  debits 
and  credits  written  into  debit  and  credit  books,  or 
"scratchers,"  as  they  are  sometimes  called,  by  the  book- 
keeper's assistants;  and  then  to  check  the  entries  made 
in  the  ledgers  with  those  made  in  the  scratchers. 

Another  and  more  satisfactory  method  is  to  have  a 
second  posting  made  by  the  assistants  on  sheets  and  the 
entries  on  the  sheets  checked  with  those  on  the  ledger. 
These  sheets  may  be  handed  to  the  customer  vsdth  the 
pass  book  when  it  is  balanced.  In  general  the  best  way 
to  prevent  errors  in  posting  is  to  duplicate  the  work 
and  compare  results. 

88.  Defalcations. — ^The  question  of  defalcations  is 
one  of  the  most  serious  in  bank  accounting.  When  the 
matter  has  been  discussed  at  length  the  result  is  always 
the  same — ^that  some  one  must  be  trusted.  Generally 
speaking,  the  larger  the  bank,  the  easier  it  is  to  throw 
safeguards  around  the  work.  For  example,  in  a  coun- 
try bank  one  teller  receives  deposits  and  pays  out  the 
money.     He  usually  has  access  to  the  ledger  and  to  the 
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loan  records.  In  a  large  city  bank  it  is  possible  to 
divide  the  clerical  staff  into  departments  and  put  each 
department  into  a  cage  with  a  self-closing  and  locking 
door.  With  this  arrangement,  supplemented  by  a 
stringent  rule  that  only  the  clerks  be  allowed  within  the 
cage,  the  bank  has  started  a  system  for  the  prevention 
of  defalcations. 

The  first  general  rule  to  be  observed  in  the  endeavor 
to  prevent  defalcations  is  to  arrange  the  work  so  that 
a  clerk  who  keeps  records  does  not  handle  the  money. 
For  example,  do  not  allow  a  bookkeeper  to  relieve  a 
teller.  Arrange  the  desks  so  that  the  discount  clerk  may 
send  a  borrower  to  the  note  teller's  window  to  pay  a 
note. 

A  large  percentage  of  defalcations  is  made  with  the 
assistance  of  the  individual  bookkeeper.  Several  plans 
naturally  suggest  themselves  to  prevent  successful  col- 
lusion. One  is  to  install  an  auditor's  department.  This 
department  should  receive  all  pass  books  left  for  bal- 
ancing, write  them  up  and  return  them  to  the  depositors. 
Another  plan  is  to  keep  the  individual  ledgers  in  dupli- 
cate and  to  check  from  one  to  the  other  at  frequent 
intervals.  Another  plan  is  to  shift  the  bookkeepers 
from  one  ledger  to  another  without  notice. 

In  addition  to  these  arrangements  it  might  be  worth 
while  to  have  independent  audits  made  occasionally  by 
experts. 

89.  Economy  in  operation. — ^Another  distinguishing 
feature  of  bank  accounting  is  the  volume  of  business 
that  must  be  handled  in  a  given  time.  The  clerks  arrive 
at  eight-thirty,  except  Monday,  when  the  hour  is  eight. 
In  one  bank  with  which  the  writer  is  familiar,  from  2,500 
to  8,500  letters  are  received,  opened,  and  the  items  en- 
closed for  credit  prepared  for  and  sent  to  the  clearing 
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house  before  ten  o'clock.  Not  only  is  this  done,  but  the 
mass  of  miscellaneous  matter  contained  in  the  mail  is 
sorted,  distributed  and  the  daily  work  connected  there- 
with begun  before  ten  o'clock.  This  same  bank  re- 
ceives from  eight  to  fifteen  thousand  checks  from  the 
clearing  house  in  exchange  for  those  sent,  by  ten-thirty, 
which  must  be  proved,  sorted,  posted,  signatures  com- 
pared, booked  back  for  stop  payments,  irregularities  in 
filling,  dates,  endorsements,  etc.,  etc.,  and  the  bad  checks 
returned  to  the  sending  bank  before  three  o'clock. 

The  day's  work  must  be  proved  before  the  clerks  go 
home,  no  matter  what  the  hour.  In  other  lines  of  busi- 
ness, the  work  which  is  not  done  one  day  may  hold  over 
till  the  next. 

This  rush  of  work  must  be  accomplished  with  a  mini- 
mum amount  of  expense.  The  arrangement  of  depart- 
ments and  distribution  of  the  work  must  be  such  as  will 
keep  the  clerks  busy  at  all  hours  of  the  day  on  work  to 
which  they  are  adapted. 

90.  .Origin  or  source  of  entries. — ^The  majority  of  the 
entries  passing  through  the  books  of  a  bank  originate 
from  the  following  sources:  the  deposit  slip  or  the  remit- 
tance letter,  the  check  or  draft,  the  note  as  a  discount 
or  loan,  the  cashier's  ched^.  Others  of  lesser  importance 
in  a  study  of  the  general  scheme  of  accounting  will  be 
mentioned  later. 

91.  The  deposit  slip. — ^The  deposit  slip  shown  in 
Form  10  and  its  companion,  the  remittance  letter,  shown 
in  Form  11,  show  the  kinds  of  items  that  are  likely  to 
be  found  on  these  forms.  The  deposit  slip  is  always 
used  when  a  deposit  is  made  over  the  counter  and  the 
letter  when  a  remittance  is  received  by  mail  from  a  bank 
correspondent.  (See  Forms  10  and  11  on  pages  118- 
114.) 
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Deposttbd  bt 

p.  J.  HERMAN  &  00. 

in  the 

CHASE  NATIONAL  BANK 

OP  Nbw  York 

New  York,  N.  Y.,  August  31,  1910. 


Bills 

Dollars 
400 

120 
30 

130 
82 
37 

180 
50 

Cents 
00 

Gold 

00 

SUver 

00 

Checks  (enter  singly)  Ist  Nat 

00 

Selves 

50 

Kountse 

26 

1st  N.  Dover,  Pa 

00 

CftfthiAr'ft  Ohftok .... 

76 

Ti^ms  exchange  on  Dover 

1,030 

50 
20 

$1,030 

30 

FoBM  10 — Deposit  Slip 
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BANK  OF  CX)NEY  ISLAND 
Coney  Island,  N.  Y. 

Chase  National  Bank, 

New  York  City. 

We  enclose  herewith  for  credit  and  advice, 

Yours  truly. 


Attgusl  3l9t,  1910. 


H.  M.  Jeffebson, 

DO  NOT  PROTEST  NEW  YORK  CITY  ITEMS.                                                   Cashier. 
COUNTRY  ITEMS,  UNDER  $10, 
OR  ITEMS  MARKED  X. 

PAYEB 

WHERE  PAYABLE 

AMOUNT 

REMABKS 

42 
06 

N.Y. 

187 
98 

50 
30 

54 

131 

50 

38 

100 

00 

Brown  Bros. 

80 

00 

21 
23 
62 

1, 

75 

87 

000 

25 
26 
00 

75 

500 

00 

J.  P.  Morgan  &  Co. 

37 

50 

1 

82 

00 

3 

83 

00 

12 

127 

32 

Ist  Nat. 

Boston,  Ifass. 

200 

00 

2nd  Nat. 

u 

500 

00 

3, 

289 

63 

FoBM  11 — ^Remittance  Letter 
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The  deposit  slip  shows  a  list  of  the  different  items 
that  may  be  deposited  over  the  window  including  bills, 
gold,  silver,  exchange,  checks  on  selves,  route  or  hand 
items,  checks  on  other  cities  or  foreign  checks  as  they  are 
called,  and  cashier's  checks.  The  gold,  silver  and  bills 
are  charged  by  the  receiving  teller  to  cash,  the  custodian 
of  which  is  the  paying  teller.  The  usual  expression  is 
that  he  charges  the  paying  teller.  The  route,  or  hand 
items,  which  are  to  be  collected  by  the  messengers  sent 
out  by  the  note  teller  are  charged  by  the  receiving  teller 
to  the  note  teller.  The  foreign  checks  are  charged  to 
the  collection  clerk.  The  exchanges,  checks  on  selves 
and  cashier's  checks  are  each  represented  by  accounts  on 
the  general  ledger  and  may  be_  charged  by  the  receiving 
teller  to  these  accounts.  Exchanges  are  usually  charged 
to  the  paying  teller. 

The  receiving  teller  sets  up  one  entry  at  the  close  of 
the  day  somewhat  as  follows: 

Cash   $550.00 

Exchanges 180.00 

Individual  Deposits 82.50 

Cashier's  Checks 50.75 

Note  Teller.  . 37.25 

Collection  Ledger 180.00 

to  0 

Individual  Deposits $1,030.S0 

Exchange    .80 

It  is  the  universal  practice  to  post  the  credit  to  the 
customer's  accoimt  in  the  individual  ledger  from  the 
deposit  shp  or  letter. 

92.  The  customer's  check. — The  customer's  check 
shown  in  Form  12  is  the  source  of  the  majority  of  debits 
against  customers'  accounts.     The  bank  draft  shown  in 
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Fonn  18  is  virtually  a  customer's  check  on  another  bank 
and  is  included  in  the  same  category  as  a  customer's 
check.     (See  Forms  12  and  18  on  page  116,) 

The  check  debit  against  a  customer's  account  arises  in 
one  of  five  ways: 

1.  By  payment  in  cash  over  the  counter* 

2.  By  payment  in  cash  through  the  exchanges. 

8.  By  credit  to  another  customer's  account  over  the 
window. 

4.  By  certification. 

6.  By  journal  credit  in  settlement  of  some  other  obli- 
gation. 

These  are  well  understood,  except  payment  by  cer- 
tification and  by  journal  credit  in  settlement  of  some 
other  obligation. 

When  a  check  is  presented  for  certification,  the  bank 
charges  the  account  of  the  customer  and  credits  certified 
check  account.  The  check,  which  before  certification 
was  simply  an  order  directing  the  bank  to  pay  some  one 
a  certain  sum  of  money,  has  been  changed  in  form. 
After  certification  it  is,  in  efiPect,  no  longer  an  obliga- 
tion of  *  the  maker,  but  of  the  bank.  As  far  as  the 
accounting  with  the  customer  is  concerned,  the  check 
has  been  paid,  though  the  voucher  may  not  be  in  the 
possession  of  the  bank. 

The  chief  source  of  journal  credits  to  offset  checks 
paid  is  in  note  teller's  department.  A  customer  pre- 
sents his  own  check  to  the  order  of  the  bank  in  payment 
of  a  note  or  draft.  Naturally,  the  account  of  the  cus- 
tomer will  be  charged,  the  check  received  being  used  as 
a  voucher,  and  the  proper  account  credited. 

If  the  check  is  in  payment  of  a  note  discounted  by 
the  bank  the  credit  will  be  to  bills  discounted.    If  in 
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payment  of  a  note  left  for  collection,  the  credit  will  be 
to  some  other  customer's  account. 

98.  The  note  as  a  discount  or  loan. — There  are  three 
kinds  of  notes  that  pass  through  the  books  of  a  bank 
daily.  The  first  and  most  important  is  the  note  which 
is  discounted  for  a  customer;  the  second  is  the  loan  made 
to  a  customer  on  which  the  interest  is  paid  at  maturity 
or  at  frequent  intervals  instead  of  being  deducted  from 
the  face  of  the  note;  the  third  is  the  note  left  by  the 
customer  for  collection. 

The  note  left  for  collection  only,  does  not  enter  the 
accounting  until  it  has  been  paid  and  then  the  note  is 
not  the  source  of  the  entry  but  the  proceeds  of  it,  or  cash. 
This  cash  is  handled  like  any  other  new  deposit  except 
that  the  entry  originates  in  the  note  teller's  department 
instead  of  in  the  receiving  teller's,  and  is  in  the  form  of 
a  journal  entry  charging  cash  and  crediting  the  cus- 
tomer, instead  of  a  deposit  slip. 

The  note  representing  a  loan  on  which  the  interest  is 
paid  at  maturity  or  at  intervals  is  usually  a  time  or  de- 
mand loan  secured  by  collateral  of  some  sort.  The  fol- 
lowing entries  are  the  only  ones  necessary  imless  the  loan 
is  decreased  or  increased,  in  which  case  they  are  of  the 
same  form. 

When  a  demand  or  time  loan  is  made  the  entry  is, — 


Demand  Loans 

or 
Time  Loans 


$10,000.00 

to 
Individual  Deposits  $10,000.00 

for  the  full  amount  of  the  loan. 

When  the  loan  is  paid  in  full  at  maturity  with  interest 
the  entry  is, — 
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CsMh 

or  $10,000.00 

IndiTidual  Deposits 

to 
Demand  Loans 

or  $10,000.00 

Time  Loans 
Interest 

100.00 

These  entries  are  prepared  by  the  loan  clerk. 

Notes  discounted  by  a  bank  are  divided  into  two 
classes:  First,  notes  discounted  by  the  bank  for  its  own 
customers,  always  called  "bills  discounted";  and  notes 
purchased  by  the  bank  from  brokers,  always  known  as 
"bills  piu'chased." 

When  a  bank  discoimts  a  note  for  one  of  its  customers 
it  really  buys  the  note  for  a  little  less  than  the  face  value. 
Looking  at  the  transaction  in  this  light,  the  bank  takes 
its  profit  at  the  beginning  of  the  transaction  instead  of 
at  the  end  when  it  resells  the  note.  The  entries  are  as 
follows: 

Bills  Discounted 
$600.00 

to 

Individual  Deposits  $496.00 

Discount  5.00 

For  sixty  day  note  discounted  at  six  per  cent. 
Individual  Deposits 

or  $600.00 

Cash 

to 

Bills  Discounted  $600.00 

For  note  paid  this  day. 
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94,  Cashier's  check. — ^The  cashier's  check  is  another 
source  of  entry.  It  is  a  chgck  on  the  bank  itself.  It  is 
an  order/  from  the  cashier  directing  the  paying  teller 
to  pay  a  definite  sum  to  the  order  of  the  party  named. 
A  sample  is  shown  in  Form  14,  page  121. 

Casluer's  checks  are  drawn  for  various  purposes  and 
the  entry  ma9e  wBeiTttre  check  is  issued  depends  upon 
the  purpose  of  the  expenditure.^  "Cashier's  checks"  is 
always  the  credit  account.  If  the  check  represents  the 
proceeds  of  a  loan  to  an  outsider  the  charge  is  to  "loans." 
If  it  is  in  payment  of  a  bill  for  bonds  bought,  the  charge 
is  to  "bonds  owned"  and  so  on  for  such  items  as  "bond 
and  mortgage,"  "bills  purchased,"  "expense,"  etc.,  etc. 

These  checks^ arejiltimately  paid  through  the  ex- 
changes ,J[j^  credKt  tosome  other  customer's  acooimt,  or 
cashed^  over  the  paying  teller's  counter. 

When  paid,  the  charge  is  always  to  "cashier's  checks." 
The  credit  is  usually  to  "cash,"  though  it  may  be  to 
"individual  deposits." 

96.  The  certified  check. — ^Another  source  of  journal 
entry  is  the  certified  check.  A  certified  check  is  a  check 
of  a  depositor,  drawn  to  the  order  of  some  person,  upon 
the  face  of  which  the  bank  has  certified  its  genuineness 
and  value,  after  having  charged  it  to  the  account  of  the 
depositor. 

Checks  are  certified  for  one  of  two  reasons.  Either, 
the  obligor  wishes  to  assure  the  obligee  that  he  has  funds 
on  deposit  to  meet  his  check,  or  the  obligee  prefers  the 
promise  of  the  bank  to  the  promise  of  the  obligor. 

The  entries  are  as  follows: 
When  the  check  is  certified: 

Individual  deposits 
to 
Certified  checks 
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When  the  check  is  paid: 

Certified  checki 
to 
Cask 

or 
Individual  deposits. 

When  a  check  is  certified  it  has  the  same  standing  in 
the  liabilities  of  the  bank  as  a  cashier's  check. 

96.  Other  entries. — The  items  abeady  referred  to  are 
the  sources  of  nearly  all  entries  to  be  met  with  in  bank 
accounting.  The  others  are  neither  numerous  nor  hard 
to  understand.  One  of  the  entries  most  frequently  met 
is  the  charge  made  to  a  customer's  account  for  a  check 
deposited  by  him,  subsequently  returned  "not  good." 
The  charge  is  to  "individual  deposits"  and  the  credit  is 
to  "cash."  Another  entry  is  the  one  made  necessary 
when  payment  of  interest  is  made  on  demand  loans^  time 
loansy  bonds,  mortgages,  etc.  The  entry  is  "cash"  or 
"individual  deposits"  to  "interest  received." 
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BANK  ACCOUNTING  (Continued) 

97.  The  general  ledger. — The  general  ledger,  as  in 
other  businesses,  is  the  record  of  the  entire  business.  It 
must  be  posted  and  proved  daily.  The  accounts  to  be 
found  on  the  general  ledger  of  a  bank  are  as  follows: 

ASSETS  UABmrnES 

Bills  discounted.  Capital.  t 

Demand  loans.  Surplus. 

Time  loans.  Undivided  profits. 

Bonds.  Individual  deposits.  «^ 

Bonds  'and  mortgages*  Du^  to  banks. 

CaslK  Certificates  of  deposit. 

Due  fijom  banks.  Certified  checks. 

Expense.  Cashier's  checks. 

Interest  paid.  Discount. 

Exchange  paid.  Interest  received. 

Exchange  received. 

The  daily  entries  to  the  above  accounts  are  the  sum- 
maries of  the  numerous  entries  already  referred  to.  For 
example,  the  account  "individual  deposits"  is  credited 
with  the  total  of  the  deposits  received  over  the  receiving 
teller's  counter  and  with  the  total  proceeds  of  all  dis- 
counts, loans  and  collections.  The  account  is  charged 
with  the  total  of  all  checks  paid  over  the  paying  teller's 
coimtp,  with  the  total  of  all  checks  on  the  bank  de- 
posited over  the  receiving  teller's  counter,  with  the  total 
of  all  customers'  checks  received  by  the  note  teller,  the 
discount  clerk,  the  loan  clerk,  etc.,  and  with  all  charges 
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against  customers  for  exchange,  checks  returned  not 
good,  notary  fees,  etc,^ 

98.  The  general  journal. — The  general  journal  is  the 
chronological  record  of  aJJ  charges  and  credits  and  the 
posting  medium  to  the  general  ledger.  Naturally,  its 
entries  are  summaries  of  the  day's  work  in  the  different 
departments.  A  form  of  journal  and  cash  book  com- 
bined is  shown  in  Form  15,  page  125. 

A  serious  objection  to  this  journal  is  that  the  general 
bookkeeper  must  copy  the  figures  prepared  by  the  tellers 
and  clerks  in  making  up  his  entries.  This  takes  time, 
magnifies  the  chance  of  error  and  wastes  stationery. 
These  objections  may  be  overcome  by  an  adaptation  of 
the  loose  leaf  principle. 

Instead  of  tihe  bound  journal,  have  journal  sheets 
printed  similar  to  Form  16  on  page  126.  These  sheets 
are  like  the  journal  page  previously  shown  except 
that  the  original  entry  is  prepared  by  the  teller  or  clerk 
who  compiles  the  figures.  The  sheets  from  each  depart- 
ment or  subdivision  of  department  should  be  designated 
by  a  letter  and  each  set  of  sheets  so  lettered  should  be 
differently  colored.  The  color  scheme  assists  in  sorting 
and  saves  time  in  looking  up  old  entries. 

These  sheets  should  be  inspected  by  the  individual 
bookkeeper  and  all  entries  which  affect  his  records  posted 
and  initialed  by  him. 

After  having  been  posted  to  the  individual  ledger,  the 
sheets  should  be  sent  to  the  general  bookkeeper  and 
proper  postings  made  by  him  to  the  general  ledger. 
Only  the  totals  of  the  "cash"  and  "individual  deposits" 
columns  need  be  posted  on  the  general  ledger,  but  each 

iThe  forms  of  general  ledger  in  use  are  fully  illustrated  in  the  Tolume 
on  banking  practice. 
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entry  in  the  "general  ledger"  column  must  be  properly 
entered  on  the  general  ledger. 

After  all  postings  are  made  to  the  general  ledger, 
the  sheets  should  be  sorted  according  to  letters  and  then 
bound  with  two  or  three  eyelets  in  such  a  way  that  no 
ticket  can  be  subsequently  removed  or  another  ticket 
added  without  mutilating  the  day's  tickets.  The  day's 
tickets  should  then  be  fastened  in  a  suitable  binder  for 
ready  reference  in  case  of  need.  When  the  binder  is 
full  the  oldest  tickets  should  be  removed,  filed  in  card- 
board boxes  and  properly  labeled. 

The  advantages  are  that  the  entries  are  prepared  by 
the  clerks  who  originate  the  figures,  that  each  debit 
shows  the  credit  made,  thus  giving  the  clerks  a  clearer 
idea  of  the  accounting,  that  an  officer  or  other  respon- 
sible clerk  may  examine  the  entire  journal  of  each  day 
without  disturbing  the  general  bookkeeper. 

99.  Discount  register. — The  discount  register  is  a 
chronological  record  of  the  notes  discounted,  showing 
the  date  of  discount,  the  nimiber  given  to  the  note,  the 
maker,  the  endorsers,  the  time  and  due  date,  the  amoimt 
of  the  note,  the  amount  of  the  discount  and  the  proceeds. 

If  the  bookkeepers  are  allowed  to  post  from  the  dis- 
count register,  which  is  not  the  best  practice,  the  only 
entry  required  is  the  one  for  the  genei-al  ledger  showing 
the  totals  for  the  day.  This  entry  charges  "bills  dis- 
counted" with  the  full  amount  of  the  notes,  and  credits 
"discoimt"  with  the  discount  and  "individual  deposits" 
with  the  proceeds. 

If  the  postings  to  the  individual  ledger  are  made  from 
tickets  instead  of  from  the  register,  the  detail  of  indi- 
vidual credits  must  be  shown. 

100.  Discount  tickler. — The  discount  tickler  is  some- 
times a  book  of  original  entry.     It  is  a  record  of  the 
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« 

notes  held  by  the  bank  under  discount,  arranged  by 
maturities.  It  serves  to  call  the  attention  of  the  dis- 
count clerk  to  the  notes  which  mature  each  day  so  they 
may  be  presented  for  payment. 

The  journal  entry  prepared  from  the  tickler  is  the 

reverse  of  the  entry  prepared  from  the  discoimt  register. 

■It  charges  "individual  deposits"  or  **cash"  and  credits 

"biDs  discounted"  with  the  total  of  the  notes  maturing 

leach  day. 

101.  Collection  register. — The  collection  register  is 
simply  a  chronological  record  of  the  items  taken  for 
collection.  It  is  superseded  by  more  modem  records 
in  banks  which  have  a  large  volume  of  this  business.^ 

102.  Certified  check  register. — ^The  certified  check 
register  is  the  record  of  checks  certified  each  day.  The 
total  of  the  checks  certified  is  charged  to  "individual 
deposits"  and  credited  to  "certified  checks." 

108.  Cashier's  check  book. — ^The  cashier's  check  book 
is,  like  any  other  check  book,  the  record  of  checks  issued. 
The  charges  are  properly  distributed  in  the  entry  and 
"cashier's  checks,"  credited. 

104.  Difference  between  bank  and  trust  company 
accounting. — ^The  fundamental  differences  between  the 
accounting  of  a  bank  and  a  trust  company  are  best 
shown  in  a  comparison  of  the  trial  balances  of  the  gen- 
eral ledgers  of  the  two  kinds  of  institutions.  Such  a 
comparison  is  presented  in  Form  17  (pages  129-180), 
in  which  is  exhibited  the  names  of  the  accounts  required 
in  a  national  bank,  a  state  bank  and  a  trust  company. 

On  referring  to  the  form  we  find  that  all  three  insti- 
tutions have  accounts  representing  demand  and  time 
loans.    The    account    representing    bills     discounted 

1  See  Volume  VI,  Bakxiko  PiAcncE  and  Fobxiok  Exchanox,  for  more 
complete  dlscuasion  of  this  subject. 
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appears  in  both  the  banks,  but  not  in  the  trust  com- 
pany's h'st.  Closely  akin  to  bills  discounted,  however, 
appears  "bills  purchased/'  While  trust  companies  are 
not  usually  allowed  to  discount  notes,  they  are  allowed 
to  buy,  among  other  things,  bills  of  exchange,  notes  or 
other  evidences  of  debt.  They,  therefore,  buy  the  notes 
instead  of  discounting  them. 

Trust  companies  are  allowed  to  buy  stocks,  while 
banks  are  not.  National  banks  are  not  allowed  to  loan 
on  the  security  of  real  estate,  while  state  banks  and  trust 
companies  have  this  privilege. 

One  of  the  chief  differences  between  a  trust  company 
and  a  bank  is  the  business  represented  by  the  liability 
account,  "court  and  trust  funds."  The  special  field  of 
the  trust  company,  the  reason  for  its  creation,  lies  in  the 
business  that  makes  it  necessary  to  have  this  account. 

In  setting  up  an  accoimting  system  to  care  for  trust 
funds  that  must  be  accounted  for  to  the  courts,  one  must 
always  remember  that  frequent  calls  are  made  for  state- 
ments. It  is  well  to  have  as  complete  information  as 
possible  on  the  record  itself. 

In  accounting  for  the  funds  left  in  trust  or  under  a 
will,  the  transactions  that  affect  the  corptis  or  body  of 
the  estate  must  always  be  kept  entirely  separate  from 
the  transactions  affecting  income. 

A  trust  company  receives  commissions  for  various 
services  performed  but  it  has  no  discount  account. 

106.  Trial  balance  of  savings  bank. — ^The  trial  bal- 
ance of  a  savings  bank  ledger  was  purposely  omitted 
from  the  comparison  shown  in  Form  17,  because  it  has 
so  few  points  in  common  with  either  of  the  three  insti- 
tutions. The  trial  balance  shows  the  following 
accounts: 
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11K80UBCE8 

Bonds  and  mortgages. 

Bond  investments. 

Banking  house  and  lot. 

Other  real  estate. 

Cash  on  hand. 

Cash  on  deposit  in  banks  and  trust  companies. 

Interest  accrued  on  bonds  and  mortgages. 

Interest  accrued  on  bank  balances. 

Interest  accrued  on  bond  investments. 

Rents  accrued. 

Interest  to  depositors. 

Salaries. 

Taxesy  repairs,  and  insurance  on  banking  house. 

Taxes,  repairs,  and  insurance  on  other  real  estate. 

Printing,  stationery,  advertising,  etc. 

Light  and  heat. 

Other  expenses. 

Tax  on  surplus. 

rlABUJTIBB 

Due  depositors. 

Interest  accrued  to  depositors. 

Surplus. 

Interest  on  bonds  and  mortgages. 

Interest  on  bonds. 

Interest  on  bank  balances. 

Rents.  ii 

106.  Audits. — Only  the  general  features  of  th« 
method  of  making  an  audit  of  a  bank  can  be  presented 
in  this  general  survey  of  bank  accounting.  The  rea- 
son and  authority  for  the  examination  determines  very 
largely  v^hat  the  process  shall  be. 

The  cash  should  be  proved  first  in  any  case,  then  the 
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loans,  discounts  bonds  owned,  bonds  and  mortgages  and 
other  assets  such  as  real  estate  owned. 

If  the  staff  arrives  at  the  bank  before  the  vault  is 
opened  it  is  possible  to  make  an  absolute  proof  of  each 
of  the  above  items.  The  collaterals  to  loans  should  be 
reconciled  by  communicating  with  the  borrower.  If  the 
bank  has  reserve  deposits  with  other  banks  in  the  same 
city,  the  pass  book  should  be  written  up .  and  verified. 
If  the  reserve  deposits  are  in  other  cities,  such  mem- 
oranda should  be  made  as  will  make  it  possible  to  recon- 
cile the  account  later.  The  amoimts  due  from  collect- 
ing banks  should  be  verified. 

The  most  important  item  among  the  liabilities  is  the 
deposits.  Accounts  with  banks  may  be  verified  by  mail- 
ing a  statement  and  requesting  reply.  Accounts  with 
individuals  are  not  so  easily  verified.  A  very  good  test 
may  be  made  by  writing  up  all  the  pass  books  presented 
while  the  staff  is  at  the  bank  and  securing  verification 
from  the  depositor.  Several  large  accounts  may  be 
selected  and  the  pass  books  called  in. 

The  individual  ledgers  should  be  footed  and  proved 
with  the  balance  appearing  on  the  report  to  be  made. 

Earnings  and  charges  for  the  period  under  examina- 
tion should  be  analyzed. 

Certified  checks,  cashier's  checks,  certificates  of  de- 
posit and  capital  stock  may  be  verified  quickly  and 
easily. 

The  balance  sheet  of  the  bank  will  show  surplus  on 
book  value.  New  surplus  should  be  compiled,  carrying 
all  assets  at  market  value  and  allowing  for  interest 
accrued  receivable  and  payable  not  entered  on  the  books. 
Deduction  should  be  made  for  overdrafts  which  are  of 
bad  or  doubtful  character  and  for  loans  upon  which  there 
may  l)e  sQme  loss.    Discount  and  other  eamingis  paid 


/ 

/ 


Digitized  by  VjOOQ IC 


184  ACCOUNTING  SYSTEMS 

in  advance  should  be  rebated  to  the  date  of  examina- 
tion. 

The  text  of  the  report  should  comment  on  the  balance 
sheet,  explain  all  losses  and  comment  on  all  unusual 
gains.  Methods  of  accounting  should  be  criticized  and 
suggestions  offered.  It  should  set  forth  the  facts  as 
they  should  be  presented  to  the  board* 
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CHAPTER  XI       ^^(    v^^^''"^ 

BREWERY  ACCOUNTINGS^ 

107.  Peculiar  conditions  of  the  btmness. — ^The  system 
of  brewery  accounting  we  will  consider  is  that  adapted 
to  a  business  conducted  in  or  near  New  York  City, 
where  the  conditions  are  peculiar,  as  the  brewers  besides 
manufacturing  and  selling  beer  must  advance  large 
sums  of  money  to  their  customers. 

These  advances  may  be  made  to  assist  in  paying  the 
heavy  liquor  tax,  or  for  the  payment  of  the  various 
articles  of  equipment  needed  by  the  saloon  keeper. 
They  are  secured  by  chattel  mortgages,  chattel  receipts, 
or  notes,  and  form  a  very  large  item  in  the  assets  of  a 
brewery. 

The  brewer  pays  a  federal  tax  of  $100  per  annum 
and  has  to  fiutiish  a  bond  of  indemnity,  the  amoimt  of 
which  is  determined  by  the  output  of  the  brewery.  He 
also  pays  an  internal  revenue  tax  of  one  dollar  per 
barrel  on  all  malt  liquors  sold.  The  government  con- 
trols this  tax  by  requiring  that  he  keep  a  daily  record 
of  the  quantity  of  beer  brewed  and  the  quantity  sold, 
as  well  as  the  name  and  quantity  of  material  purdbased. 
The  records  are  kept  in  books  prescribed  by  the  govern- 
ment, and  from  them  a  monthly  report  is  made  in  dupli- 
cate. The  record  books  and  reports  must  be  signed  by 
a  principal  of  the  firm,  or  by  an  officer  of  the  corpora- 
tion, to  certify  as  to  their  correctness.  A  deputy  internal 
revenue  collector  calls  monthly  at  each  brewery  in  his 
district,  signs  the  record  books,  and  takes  the  reports 
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with  him.  One  copy  is  retained  in  the  oflSce  of  the  col- 
lector while  the  other  is  forwarded  to  Washington.  In 
a  similar  manner  an  annual  report  is  prepared  the  first 
of  each  July.  While  these  records  are  not  a  part  of  the 
accounting  system  of  ^  brewery,  the  information  con- 
tained in  them  is  obtained  from  the  regular  books  of 
accounts,  and  the  figures  must  agree.  These  in  brief 
are  the  conditions  to  be  met,  and  the  following  system 
of  accounts,  if  carefully  followed,  will  prove  practical 
as  well  as  efficient. 

108.  Contract  record  (Form  18). — ^The  raw  materials 
used  in  the  manufacture  of  lager  beer — ^malt,  cornmeal, 
or  rice  and  hops — ^are  usually  contracted  for  in  largie 
quantities  in  the  fall  of  the  year  after  the  crops  have 
been  harvested  and  prices  established.  To  properly 
control  accounts,  a  contract  record  must  be  kept  either 
in  a  bound  book,  by  the  loose  leaf  method,  or  on  cards 
properly  ruled.  It  should  consist  of  two  main  divisions, 
one  of  which  will  show  the  liability  on  the  contract,  and 
the  other  how  this  liability  is  reduced  by  the  receipt  of 
goods  contracted  for,  thereby  creating  in  its  stead  a  new 
liability — ^accounts  payable — ^which  must  be  taken  care 
of  in  the  books  of  account.  (See  Form  18  on  page 
187.) 

If  the  contract  be  made  in  triplicate,  one  copy  is  re- 
tained by  the  seller,  and  two  are  held  by  the  purchaser, 
one  of  which  is  made  the  first  division  of  the  contract 
record,  while  the  other  is  retained  in  the  purchasing  de- 
partment as  a  record  for  comparison  with  the  invoices 
when  received. 

109.  Goods  received  memo. — When  the  goods  have 
been  shipped,  the  accompanying  bill  is  retained  in  the 
purchasing  department  until  arrival  of  the  goods.  All 
material  received  should  be  weighed,  and  the  weights 
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entered  on  a  "goods  received  memo"  by  a  receiving  clerk 
who  does  not  have  charge  of  the  bills,  in  order  to  place 
upon  him  the  full  responsibility  for  the  accuracy  of  his 
work.  He  has  to  determine  the  quantity  of  goods  re- 
ceived by  him,  regardless  of  what  may  appear  on  the 
bill.  This  prevents  carelessness  which  might  arise  in 
checking  another's  figures,  and  the  neglect  either  to 
properly  weigh  or  count  the  goods  received.  He  signs 
this  memo,  vouches  for  the  weight  or  quantity,  and  en- 
ters the  weights  or  quantities  on  a  "stock  card.'* 

110.  Stock  card. — For  these,  heavy  manila  cards  may 
be  used.  They  should  be  hung  convenient  to  the  place 
where  the  material  they  cover  is  stored,  so  that  each  addi- 
tion to  or  subtraction  from  the  stock  on  hand  can  be 
readily  recorded.  A  card  is  made  out  for  each  item — 
as  malt,  hops,  meal,  coal,  etc  At  the  end  of  the  month, 
the  stock  cards  are  turned  into  the  office  and  compared 
with  the  stock  book,  footings  are  made  and  verified,  the 
balance  is  carried  down,  and  a  new  card  showing  this 
balance  returned  to  the  store-room. 

The  "goods  received  memo"  then  passes  to  the  pur- 
chase department  where  is  still  held  the  bill  for  the 
goods.  Prices,  terms  and  quantities  are  compared  to 
see  that  they  agree  with  the  order  as  issued;  the  bill  is 
then  O.  K.'d,  attached  to  the  "goods  received  memo" 
and  turned  over  to  the  bookkeeper.  He  in  tifrn  checks 
extensions  and  footings,  makes  any  deductions  revealed 
by  the  "goods  received  memo,"  and  makes  his  entries  in 
the  "invoice  book"  or  "purchase  journal,"  and  also  in 
the  "contract  record."  This  completes  and  preserves 
the  record  of  the  receipt  of  the  goods,  records  the  liability 
incurred  and  cancels  that  portion  of  the  contract.  The 
bill  is  then  filed  and  ready  for  payment. 

For  all  materials  or  goods  purchased  not  subject  to 
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contract,  the  method  is  shnilar:  upon  receipt  of  the 
goods  an  entry  is  at  once  made  on  the  "stock  card,"  the 
triplicate  order  is  O.  K/d  by  the  receiving  clerk  and  is 
passed  to  the  purchase  department  where  it  is  attached 
to  the  invoice  and  sent  to  the  bookkeeper.  As  material 
in  charge  of  the  receiving  clerk  is  needed  by  the  various 
departments,  he  delivers  it  upon  requisition,  and  enters 
the  facts  on  the  "stock  cards." 

111.  Stock  book. — A  very  valuable  record,  in  which 
all  the  data  on  the  stock  cards  may  be  collated  and 
made  available  as  a  going  inventory,  is  the  "stock  book." 
In  the  "materials  purchased"  section  of  this  book  is 
shown  material  on  hand  at  the  beginning  of  the  month 
and  material  received  during  the  month.  The  entries 
for  material  received  are  made  from  the  invoices,  and 
at  the  end  of  the  month  are  compared  with  the  entries 
on  the  stock  cards  made  by  the  receiving  derk  from  his 
"goods  received  memo." 

In  the  "materials  used"  section  is  shown  the  materials 
used  during  the  month.  This  information  is  obtained 
from  the  daily  reports  of  the  brewmaster  (Form  19), 
and  must  agree  with  the  stock  cards  on  which  the  entries 
have  been  made  daily  by  the  workman  in  charge  as  the 
material  was  required  for  brewing.  The  balance  on 
each  stock  card  must  agree  with  the  respective  coliunn 
of  the  "stock  book."     (See  Form  19  on  page  140.) 

In  the  third  section  is  shown  the  beer  on  hand  at  the 
beginning  of  the  month,  and  the  beer  brewed  during  the 
month,  the  brewings  being  obtained  from  the  daily 
reports'of  the  brewmaster. 

In  the  fourth  section  are  the  sales  as  shown  by  the 
sales  book  summary  at  the  end  of  each  week.  The  beer 
on  hand  at  the  beginning  of  the  month,  plus  the  beer 
brewed^  less  the  sales  and  beer  consumed  on  the  prem- 
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ises  (of  which  the  hrewery  bartender  keeps  record)  will 
show  the  balance  of  beer  which  should  be  in  the  cellar 
and  must  be  verified  by  physical  inventoiy  at  the  end 
of  the  month. 

112.  Invoice  book  or  purchase  journal  {Form  20). — 
Reference  has  been  made  to  the  invoice  book,  through 
which  all  bills  are  passed.  A  form  of  book  which  has 
been  found  to  give  entire  satisfaction  for  this  purpose, 
where  all  or  nearly  all  bills  are  paid  within  a  month,  is 
as  follows:  The  book  is  divided  into  two  parts,  debit  and 
credit,  and  serves  the  twofold  purpose  of  accounts  pay- 
able ledger  and  of  purchase  journal.  All  invoices  are 
numbered  consecutively,  and  are  entered  on  the  credit 
side  in  the  accounts  payable  coliunn.  The  amount  is 
carried  to  its  particular  distribution  column,  and  its  total 
is  charged  to  that  particular  merchandise  or  expense 
account  at  the  end  of  the  month.     (See  page  142.) 

When  invoices  are  paid,  they  are  posted  to  the  debit 
side  of  the  book  by  number.  Another  column  headed 
'^credit  to  account"  is  used  on  the  debit  side  for  the  pur- 
pose of  transferring  to  the  ledger  any  bill  which  is  not 
to  be  paid  within  a  month  or  two  at  the  latest,  and  to 
provide  for  any  deductions  which  are  made  on  a  bill 
subsequent  to  its  entry  on  the  credit  side  of  the  invoice 
book.  The  difference  between  the  debit  and  credit  side 
shows  the  item  of  accounts  payable,  and  must  agree  with 
the  balance  of  accounts  payable  controlling  account  in 
the  general  ledger,  and  is  verified  by  preparing  a  sched- 
ule of  bills  remaining  unpaid. 

As  before  stated,  this  form  of  invoice  book  will  give 
excellent  results  where  bills  are  paid  in  thirty  or  sixty 
days,  but  if  invoices  remain  unpaid  for  a  longer  period 
it  will  be  found  advisable  to  omit  the  debit  side  of  the 
invoice  book,  to  install  a  purchase  or  creditors'  ledger. 
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opening  accounts  with  all  creditors,  and  posting  all  in- 
voices to  the  credit  of  the  respective  ledger  accounts. 
Payments  are  then  posted  from  the  cash  book  to  the 
ledger  accounts,  and  a  trial  balance  is  drawn  off  at  the 
end  of  each  month,  which  must  agree  with  the  balance 
of  accounts  payable  controlling  account  in  the  general 
ledger. 

118.  Delivery  and  shipping. — ^The  shipping  derk 
must  be  careful  of  his  stamp  account,  and  must  see  that 
no  package  for  a  customer  leaves  the  brewery  un- 
stamped. For  this  purpose  his  day  sheet — ^Form  21 — 
is  divided  into  a  record  for  stamps,  a  record  for  beer, 
and  a  record  for  the  register,  and  all  three  records  must 
agree.     (See  Form  21  on  page  144.) 

Beer  stamps  are  purchased  in  large  quantities,  and 
are  kept  in  the  main  safe  or  vault  by  the  bookkeeper  or 
cashier,  who  is  responsible  for  them,  and  must  prove 
them  with  his  government  record.  When  the  shipping 
clerk  requires  stamps,  he  draws  them,  and  makes  the 
entry  for  quantity  received  on  his  day  sheet.  When 
an  order  is  received  through  the  mail,  telephone,  or 
driver,  it  is  turned  over  to  the  shipping  clerk,  who  makes 
out  a  cellar  order  slip — ^Form  22 — ^to  which  he  attaches 
the  correct  number  of  stamps  called  for  by  the  order, 
and  sends  this  to  the  packing  cellar.  Here  a  stamp  is 
attached  to  each  package,  which  is  then  held  ready  for 
delivery  to  the  driver.     (See  Form  22,  page  145.) 

No  beer  leaves  the  cellar  unless  the  order  for  it  is  on 
record  in  the  office;  and  to  prevent  beer  being  sent  from 
the  cellar  unstamped  or  unrecorded,  before  it  is  allowed 
to  leave,  it  must  be  registered.  For  this  purpose  a 
register  is  attached  to  the  elevator  door,  slide  or  other 
method  provided  for  taking  beer  from  the  cellar.  The 
difference  in  the  figures  shown  at  night  and  at  morning 
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in  the  register  will  be  the  exact  number  of  packages  for 
which  the  shipping  clerk  has  issued  stamps. 

Having  loaded  the  beer  on  his  wagon,  the  driver 
receives  a  delivery  slip  (Form  28)  on  which  he  is  charged 
with  the  number  of  packages  the  load  contains;  and  he 
must  return  signatures  to  the  oflftce  showing  that  this 
amount  of  beer  has  been  delivered.  With  country  ship- 
ments the  driver  receives  duplicate  bills  of  lading  (the 
triplicate  being  retained  in  the  office) ,  one  of  which  he 
returns  to  the  office  properly  signed  by  the  transporta- 
tion company.  When  delivery  slips  and  bills  of  lading 
are  brought  back,  the  shipping  clerk  compares  them 
with  the  day  sheet,  to  see  that  the  quantities  signed  for 
agree  with  the  total  taken  out  by  the  driver  and  that  sig- 
natures have  been  obtained  for  all  deliveries.  He  then 
adds  his  O.  iK.  and  turns  them  over  to  the  bookkeeping 
department  for  entry  into  the  *'sales  book,"  after  which 
they  are  ffled.    [(See  Form  23  on  page  147. )| 

At  the  end  of  the  day  the  shipping  clerk  proves  the 
three  sections  of  his  day  sheet  by  footing  "deliveries,** 
to  see  that  the  number  of  half  and  quarter  barrels  agrees 
exactly  with  the  number  of  stamps  issued  by  him,  and 
that  the  sum  of  the  half  and  the  quarter  barrels  is  equal 
to  the  number  of  packages  taken  out  of  the;  cellar  as 
shown  by  the  register. 

114.  Sales  hook  {Form  24). — ^The  sales  Boot  is  a 
loose  leaf  record  with  long  and  short  leaves.  Entries 
are  made  daily  and  proved  in  totals  against  the  day 
sheet;  extensions  are  made  weekly  and  proved  against 
the  daily  totals,  and  then  posted  to  the  customer  ledger. 
The  long  sheets  are  used  in  order  that  names  need  be 
carried  forward  but  once  a  month,    [(^ee  page  148.) 

116.  'BiUing. — ^After  the  customer  ledger  has  been 
posted,  the  bills  are  made  out  and  proved  Si  the  f  ollow- 
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ing  manner:  All  bills  are  itemized  and  therefore  must 
be  made  out  from  the  sales  book.  The  collectors  are 
furnished  with  memo  books  wjiich  contain  only  totals, 
and  hence  are  made  up  from  the  customer  ledger.  By 
comparing  the  bills  with  the  collector  book,  each  is 
checked  and  proved  against  the  other.  Postings  to  the 
controlling  account  in  the  general  ledger  are  made  once 
a  month  direct  from  the  sales  book^  or  by  passing  the 
sales  book  summary  through  the  journal,  and  then  post- 
ing. 

This  method,  if  properly  carried  out,  gives  a 
thorough  and  complete  record  of  sales,  f urnishetf  to  the 
customer  a  bill  which  he  can  compare  with  his  own  book, 
and  equips  the  collector  with  the  information  necessary 
for  his  work. 

116.  Collections. — When  making  his  returns,  the  col- 
lector writes  out  in  duplicate  a  collection  sheet  (Form 
25),  which*  has  full  details  of  ^ach  individual  collection 
on  one  side,  and  on  the  other  a  proof  of  the  totals  and 
an  itemized  record  of  the  cash,  checks,  etc.,  which  ac- 
company it.  The  original  is  sent  to  the  bookkeeper, 
who  verifies  the  sheet  as  to  rates,  calculations  and  foot-, 
ings,  and  then  posts  it  to  the  ledgers.  This  checking 
of  the  collector's  sheet  has  to  be  carefully  done,  as  the 
terms  to  customers  vary  owing  to  the  different  arrange- 
ments necessarily  made  for  the  repayment  of  loans, 
etc.     (See  page  150.) 

A  very  good  form  of  record  for  keeping  terms,  etc., 
is  &  5  X  8  inch  card,  on  which  is  placed  the  customer's 
name,  address  and  terms,  and  from  this  the  checking  of 
the  collectors'  sheets  can  very  quickly  be  done.  Post- 
ing directly  from  this  sheet  saves  time,  preserves  the 
original  record  of  the  collector  as  a  permanent  record, 
and  enableFthe  bookkeeper  to  proceed  with  his  work 
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immediately.  The  duplicate  with  the  cash  is  handed  to 
the  cashier,  who  verifies  his  receipts,  checks  the  footings 
and  enters  the  totals  of  the  sheet  into  the  cash  book. 

117.  Cash  hook. — Cash  may  be  entered  in  one  book 
ruled  for  debit  and  credit;  or  in  two  books,  one  for  the 
cash  received,  and  the  other  for  cash  paid.  For  large 
breweries  the  latter  plan  has  the  advantage  that  while 
the  bookkeeper  may  be  entering  receipts,  the  cashier  or 
another  bookkeeper  may  use  the  other  book  for  posting 
disbursements,  thereby  saving  time.  The  book  or  books 
are  arranged  on  the  columnar  plan  with  special  oolmnns 
for  the  controlling  accounts,  as  customer's  ledger  (mer- 
chandise sales),  sundry  debtor  ledger  (loans),  and  ac- 
counts payable. 

118.  Cash  received  {Form  26). — ^This  has  columns 
if  or  discount,  spending,  deposits  (P/S  and  net  cash), 
customer  ledger,  sundry  debtor  ledger  and  general 
ledger.  At  the  end  of  the  month  the  totals  of  the  col- 
imms  are  posted  to  their  respective  accounts  in  the  gen-' 
eral  ledger.     (See  Form  26  on  page  152.) 

The  item  "P/S"  may  require  an  explanation.  Brew- 
ers, as  has  been  stated,  advance  money  to  their  cus- 
tomers for  various  purposes  and  on  different  securities, 
and  some  arrangement  is  made  for  the  payment  of 
these  loans.  If  the  arrangement  be  a  weekly  or 
monthly  cash  installment,  the  entry  is  simple;  but  the 
nature  of  a  saloonkeeper's  business  is  such  that  while  a 
fixed  amount  to  be  paid  weekly  or  monthly  may  easily 
be  met  during  good  business  seasons,  if  business  be 
duU,  he  may  not  be  able  to  pay.  To  offset  this,  a  plan 
is  in  use  whereby  a  customer  makes  payments  in  pro- 
portion to  his  sales. 

This  plan  is  to  divide  the  discount  to  which  he  is  en- 
titled into  two  parts,  one  of  which  he  deducts  when  he 
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pays  his  bill,  while  the  other  is  credited  to  his  loan. 
The  latter  is  known  as  "percentage  standing"  (P/S), 
and  is  passed  through  the  cash  book  iii  a  special  column 
provided  for  it  and  credited  to  the  loan  account,  the 
total  of  the  P/S  column  at  the  end  of  the  month  being 
debited  to  discoimt  account  and  credited  to  sundry 
debtor  ledger  controlling  account.  This,  it  will  be 
seen,  is  a  journal  entry  passed  through  the  cash  book, 
but  being  a  cash  payment,  it  would  require  either  a  sep- 
arate entry  through  the  cash  book  or  a  journal  entry  for 
each  payment  when  so  made,  which  means  additional 
labor. 

Collection  sheets  are  entered  in  the  cash  book  in  totals 
only,  the  postings  being  made  directly  from  the  sheet, 
as  before  shown;  remittances  by  mail,  or  paid  over  the 
coimter,  are  entered  in  detail,  and  posted  from  the  cash 
book.  Cash  paid  (Form  27)  has  separate  columns  for 
discount  (credit  discount  earned),  checks  (credited  to 
cash  accoimt),  accounts  payable  (debited  to  accounts 
payable  controlling  account),  and  general  ledger,  the 
items  in  the  general  ledger  column  being  debited  to 
their  respective  accounts.     (See  page  152.) 

This  form  of  cash  book  allows  for  a  proof  on  each 
side,  because  the  sum  of  the  discoimt  and  cash  columns 
must  equal  the  sum  of  the  controlling  account  and  gen- 
eral ledger  columns;  but  thus  outlined,  it  is  intended  for 
use  when  all  receipts  are  deposited  and  all  payments 
made  by  check,  so  thajb  the  balance  of  the  cash  account 
in  the  general  ledger  must  agree  with  the  bank  balance, 
as  shown  by  the  check  book. 

For  petty  disbursements,  a  petty  cash  fund  is  created 
by  drawing  a  che^k  according  to  the  requirements  of  the 
business,  which  is  charged  to  the  petty  cash  account  in 
the  general  ledger,  and  remains  intact.    When  the  fund 
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is  to  be  replenished,  a  voucher  showing  the  amount  and 
detail  of  disbursements  is  made,  and  a  check  drawn  for 
the  exact  amount  and  charged  as  per  voucher.  By  this 
method,  the  petty  cash  fund  will  always  have  the  same 
sum  of  money  as  charged  in  the  petty  cash  account,  or 
will  consist  of  currency  and  vouchers  to  make  up  this 
amount. 

119.  Disbursements  hy  check  and  currency. — ^The 
best  accoimting  practice  requires  that  all  receipts, 
whether  checks  or  currency,  be  deposited  in  bank,  and 
that  all  disbursements  be  made  by  check.  Where  this 
method  is  followed,  a  control  over  the  cash  can  be  exer- 
cised, which  is  not  possible  where  only  part  of  the  re- 
ceipts are  deposited  and  part  kept  in  the  office  for  dis- 
bursements. % 

As,  however,  the  latter  plan  is  still  followed,  it  is  nec- 
essary to  provide  a  record  which  will  show  separately 
the  total  receipts,  the  portion  of  receipts  deposited  in 
the  bank,  the  disbursements  made  by  check  and  the  cur- 
rency disbursements.  These  amounts  can  be  shown  by 
adding  to  the  cash  book  two  more  columns  (Forms  28 
and  29)  on  the  debit,  and  two  more  colunms  on  the 
credit  side,  the  one  for  bank  and  the  other  for  contra. 
All  receipts  are  entered  in  the  cash  colimm  on  the  debit 
or  receipt  side.  When  a  deposit  is  made,  the  amount 
is  entered  in  the  cash  column  on  the  credit  or  paid  side 
(thereby  reducing  the  cash  in  the  office  by  the  amoimt 
of  the  deposit)  and  carried  to  the  contra  column  to  pre- 
serve the  equilibrium  of  the  credit  side  of  the  cash  book, 
The  amount  of  the  deposit  is  then  also  entered  in  the 
bank  column  on  the  debit  or  receipt  side  (to  show  that 
the  bank  is  debited  with  the  amount  of  the  deposit), 
and  carried  to  the  contra  column  to  preserve  the  equilib- 
rium of  the  debit  side.     (See  page  155.) 
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Disbursements  are  entered  on  the  credit  or  paid  side; 
if  made  in  currency,  they  are  entered  in  the  cash  col- 
umn, but  if  made  by  check,  they  are  entered  in  the  bank 
column.  The  difference  between  the  two  cash  columns 
represents  cash  on  hand,  and  may  be  verified  by  counting 
the  currency  in  the  till.  The  difference  between  the 
two  bank  columns  represents*  cash  in  band,  and  can  be 
verified  by  the  balance  shown  in  the  check  books.  At 
the  end  of  the  month,  the  totals  are  posted  to  the  gen- 
eral ledger:  on  the  debit  side  P/S  and  cash  are  debited 
to  cash  account,  and  bank  to  bank  account;  and  on  the 
credit  or  paid  side,  cash  is  credited  to  the  cash  account, 
and  bank  to  the  bank  accoimt. 

120.  Customer  ledger  {Form  SO). — As  has  been 
stated,  the  original  collection  slip  is  handed  to  the  book- 
keeper for  posting  to  the  ledgers,  the  credit  side  of  the 
customer  ledger  being  ruled  exactly  as  the  collection 
slip.  It  is  copied  in  fuD,  giving  an  exact  analysis  of 
every  account,  and  permits  verification  of  the  discount, 
a  feature  not  to  be  overlooked.     (See  page  157.) 

In  the  customer  ledger,  the  names  are  arranged 
according  to  the  routes  of  the  drivers,  thereby  facili- 
tating posting  from  the  sales  book  similarly  planned; 
and  as  the  collectors  are  usually  assigned  to  districts, 
their  returns  with  few  exceptions  will  follow  the  order 
in  which  accounts  are  arranged  in  the  ledger. 

121.  Sundry  debtor  ledger  {Form  SI). — ^The  sundry 
debtor  ledger  contains  the  accounts  with  customers  for 
charges  other  than  beer  purchases.  These  accounts  are 
alphabetically  arranged,  and  each  account  is  subdivided 
into  its  component  parts  by  sheets  of  different  color  and 
heading  in  order  to  show  the  transactions  clearly-  The 
features  to  be  shown  are:  (1)  Chattel  mortgages,  notes, 
cash  loans,  or  advances,  net  beer  bills  transferred,  etc. ; 
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(2)  liquor  tax  loans;  (8)  chattel  charges  secured  by 
diattel  notes  or  chattel  receipts — such  as  ice  houses, 
pressure  outfits  and  their  maintenance,  cash  registers, 
tables,  chairs,  etc.     (See  pages  15»-161.) 

The  items  to  the  credit  of  sundry  debtor  accounts 
which  appear  on  the  collection  slips  are  P/S  and  install- 
ments. P/S  is  generally  a  credit  to  chattel  mortgages 
and  notes,  and  in  the  majority  of  cases  the  installment 
item  is  a  credit  to  liquor  tax  loans.  The  third  set  of 
charges  undergoes  few  changes.  Charges  to  the  sun- 
dry debtor  accounts  are  made  from  cash,  journal  and 
invoice  books. 

It  is  suggested  that  all  subsidiary  ledgers  be  of  the 
loose  leaf  land,  for  with  the  frequent  changes  occurring 
in  the  ownership  of  saloons,  this  method  affords  the 
means  of  transferring  dead  accounts,  so  that  the  current 
binder  will  contain  only  active  accounts. 

122.  Journal  {Form  32).'— The  totals  of  the  invoice 
book  or  purchase  journal,  sales  book  and  cash  book  are 
posted  directly  to  the  general  ledger,. leaving  but  few 
transactions  to  be  journalized;  but  the  entries  passed 
through  the  journal  frequently  require  posting  to  a 
subsidiary  ledger,  and  for  this  purpose  a  colmnnar 
journal  is  of  great  advantage.  A  six-column  journal 
having  columns  for  customer  ledger,  sundry  debtor 
ledger  and  general  ledger,  with  writing  space  in  the  cen- 
ter, the  debits  to  the  left  and  the  credits  to  the  right, 
is  a  very  convenient  form.  The  items  appearing  in 
customer  ledger  and  sundry  debtor  ledger  columns  are 
posted  to  the  accounts  in  the  respective  subsidiary 
ledgers,  and  at  the  end  of  the  month  the  totals  are  posted 
to  the  controlling  accounts  in  the  general  ledger. 
(See  Form  82  on  page  162.) 

128.  General  ledger. — A  correct  entry  in  its  proper 
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account  in  the  general  ledger  is  the  last  step  of  every 
bookkeeping  transaction.  If  the  various  posting 
mediums  have  been  properly  designed,  these  entries  are 
few  in  number,  being  principally  totals. 

The  posting  mediums,  invoice  book,  cash  book  and 
journal  are  columnarized  to  facilitate  this,  the  only  col- 
umn in  each  one  of  them  which  is  posted  in  detail  being 
the  general  ledger  column,  and  this  is  done  during  the 
month.  At  the  end  of  the  month,  as  soon  as  all  the 
entries  are  made  and  the  work  on  these  books  has  been 
proved,  the  posting  of  the  footings  of  the  columns  to 
the  general  ledger  will  complete  the  entries  for  the 
month,  and  the  bookkeeper  is  ready  to  draw  off  his  "trial 
balance." 

124.  Trial  balances. — Trial  balances  of  the  general 
ledger  and  of  all  the  subsidiary  ledgers  should  be  taken 
at  the  end  of  the  month.  The  trial  balance  of  the  cus- 
tomer ledger  and  sundry  debtor  ledger  must  agree  with 
the  balances  of  their  respective  controlling  accounts  in 
the  general  ledger,  and  the  balance  of  accounts  payable 
must  agree  with  the  unpaid  items  on  the  invoice  book, 
or  (if  a  creditor's  or  purchase  ledger  be  kept)  with  the 
trial  balance  of  that  ledger. 
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CHAPTER   XII 

THE  DEPARTMENT  STORE 

125.  Organization  of  the  business. — The  department 
store  is  really  a  multitude  of  retail  stores,  each  handling 
a  separate  line  of  goods,  but  all  conducted  under  one 
management  and  usually  under  one  roof.  Like  most 
other  businesses,  it  is  organized  in  an  exceedingly  simple 
and  logical  way.  Each  department  comprises  what 
would  ordinarily  constitute  a  small  single-line  store. 
The  number  of  these  departments  varies:  some  large 
stores  endeavor  to  keep  them  within  reasonable  bounds, 
while  others  multiply  them  almost  indefinitely.  They 
are  known  either  by  their  names,  or,  more  frequently, 
by  a  number  which  is  arbitrarily  assigned  to  them. 
Each  is  operated  to  a  large  extent  independent  of  the 
others.  The  accounting  system  is  so  organized  that  the 
profits  of  each  can  be  readily  ascertained  each  day,  and 
thus  the  means  are  at  hand  for  a  careful  executive  super- 
vision over  their  operations. 

126.  Economic  advantages  of  the  department  store. — 
The  most  obvious  advantage  is  the  possibility  of  the 
saving  of  over-head  charges  by  the  more  complete  utili- 
zation of  high-priced  men.  The  general  manager  of  a 
department  store  may  get  five  times  as  much  as  the  same 
official  in  a  store  handling  a  single  line  of  goods,  biit  it 
is  safe  to  say  that  he  generally  has  much  more  than  the 
same  ratio  of  work,  and  that,  therefore,  he  is  made  to 
earn  a  larger  return  in  proportion  to  his  salary  than 
would  be  possible  were  his  field  of  activity  more  limited. 
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Another  advantage  comes  through  the  attempt  of  the 
department  store  to  be  all-sufficient  for  the  average 
buyer.  Many  stores  have  increased  their  lines  to  such  an 
extent  that  they  claim  to  be  able  to  satisfy  any  want  of 
the  buyer.  The  extent  to  which  the  department  store  can 
profitably  extend  its  activities  depends  largely  upon 
local  conditions.  In  some  localities,  stores  have  built  up 
a  large  and  profitable  business  in  house  decorations, 
groceries  and  other  goods,  which  in  large  cities  are  not 
usually  handled  by  the  department  store  because  the 
small  shop  is  more  satisfactory  and  more  economicaL 
The  department  store,  however,  counts  heavily  upon  the 
fact  that  the  buyer  does  not  have  to  seek  some  one  who 
sells  the  particular  article  which  he  may  need  and  for 
which  he  may  never  have  inquired  before:  he  goes  to 
the  department  store  feeling  certain  he  will  find  it  there. 

127.  Advantages  in  advertising. — One  of  the  greatest 
advantages  of  the  business  is  the  more  effective  adver- 
tising which  can  be  done  by  a  large  organization.  A  de- 
partment store  usually  contracts  for  a  certain  amount 
of  space,  say  a  page,  in  certain  newspapers  each  day. 
This  space  is  divided  among  various  departments  accord- 
ing to  the  season  of  the  year  and  the  salabality  of  the 
goods  offered.  In  the  spring,  for  example,  sporting 
goods  may  be  given  a  very  prominent  place,  out  of  all 
proportion  to  the  size  of  this  department  as  compared 
with  the  rest  of  the  store.  In  the  sununer  time  vaca- 
tion specialties  come  to  the  front.  Clothing  is  given  a 
prominent  position  in  the  spring  and  fall.  The  furni- 
ture sale  is  in  August  and  the  linen  sale  in  January. 
By  this  method  the  department  store  is  able,  as  it  were, 
to  throw  the  spot  light  upon  the  various  branches  of  its 
business  as  each,  in  turn,  arrives  at  the  season  of  greatest 
demand.    The  advertisement  of  the  clothing  depart- 
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ment  of  the  big  store  in  the  proper  season  of  the  year 
is  so  assertive  that  it  literally  forces  itself  upon  the 
reader's  attention,  while  the  moderate  space  of  a  cloth- 
ing store,  which  may  perhaps  do  the  same  volume  of 
business,  is  passed  over  because  of  its  comparative  insig- 
nificance. 

128.  The  higher  credit  of  the  department  store. — 
Practically  all  of  these  stores  are  constant  borrowers, 
and  their  commercial  paper  is  always  found  in  the  large 
money  centers.  Their  very  size  commands  for  them  the 
respect  of  banking  interests.  They  are  known,  at  least 
by  name,  over  a  large  area  of  country  and  the  commer- 
cial note  brokers  find  that  the  country  banker  will  pur- 
chase their  paper  in  preference  to  that  of  other  firms, 
perhaps  just  as  sound,  but  of  which  he  knows  nothing. 

This  wide  acquaintance  is  also  valuable  in  enabling 
the  store  to  sell  its  paper  in  the  market  where  the  money 
rate  is  lowest.  The  rate  of  time  loans  in  Chicago  may 
be  5  per  cent  while  in  New  York  it  may  be  8%  per  cent. 
The  single  line  store  finds  no  market  for  its  paper  in 
New  York  where  it  is  unknown,  and  must,  therefore, 
pay  the  higher  Chicago  rate.  The  Chicago  department 
store,  however,  finds  no  difficulty  in  selling  its  paper  in 
the  more  favorable  locality. 

The  second  reason  why  the  banker  more  readily  pur- 
chases paper  of  the  department  store  is  the  greater 
safety  of  its  business  as  compared  with  that  of  the  single- 
line  house.  It  is  an  old  axiom  that  the  more  baskets 
one's  eggs  are  in  the  less  likely  is  complete  disaster. 
Every  single-line  business  is  subject  to  unforeseen  risks. 
Let  us  take  the  fur  business  as  an  example.  The  men 
at  the  head  of  the  enterprise  may  have  had  many  years 
of  experience  and  be  thoroughly  familiar  with  every 
detail  of  their  business:  they  may  have  bought  con- 
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servatively  and  have  purchased  only  the  best  skins;  their 
goods  may  be  strictly  up  to  date  in  every  respect;  and 
yet  there  is  no  assurance  that  they  will  have  a  profitable 
year.  The  cold,  severe  winter  which  they  relied  upon 
for  prosperity  may  not  materialize;  the  winter  may  be 
open  and  mild  and  in  consequence  the  demand  for  their 
product  very  light.  They  have  bought  their  supplies 
largely  upon  credit  and  when  the  time  comes  to  make 
payment  they  find  themselves  loaded  with  a  large  stock 
and  without  funds  necessary  to  make  settlement.  Even 
should  they  be  able  to  meet  their  obhgations,  the  mis- 
fortune of  the  first  year  is  likely  to  show  in  succeeding 
years.  Their  expensive  furs  have  been  made  up  into 
finished  garments  which  may  be  out  of  style  next  year 
and  may  have  to  be  sold  at  a  sacrifice. 

In  the  department  store,  on  the  other  hand,  the 
chances  of  loss  are  greatly  minimized.  The  department 
selling  furs  may  suffer  as  heavily  as  the  single-hne  store 
but  there  are  three  hundred  other  departments  which 
are  having  a  normal  season.  The  loss,  therefore,  will 
constitute  a  small  item  in  proportion  to  the  total  volume 
of  the  department  store's  business,  and  may  not  even 
be  noticeable,  for  in  ordinary  times  when  people  are 
busily  employed,  the  difficulty  is  not  so  much  that  they 
stop  spending,  but  that  they  vary  their  expenditures 
from  year  to  year  according  to  whim,  fashion  or  the 
character  of  the  season:  the  money  which  is  not  spent 
for  furs  is  usually  spent  upon  other  forms  of  apparel. 
The  most  serious  condition  the  department  store  has  to 
meet  is  the  slackening  in  demand  due  to  business  de- 
pression and  the  consequent  reduction  in  people's  in- 
comes, which  condition  affects  every  other  form  of 
industrial  activity. 

129.  Advantages  in  discount. — Having  such  excel- 
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lent  credit  the  department  store  has  no  difficulty  in 
securing  the  money  necessary  to  take  advantage  of  all 
trade  discounts,  indeed  a  large  proportion  of  its  stock 
is  really  bought  with  borrowed  money  which  will  be 
repaid  out  of  the  profits  from  the  sale  of  the  goods. 
No  business  organization  is  more  eager  to  pay  bills 
promptly  if  a  saving  can  thereby  be  effected  than  the 
department  store.  These  organizations  are  willing  to 
pay  for  goods  at  the  time  they  are  unloaded  from  the 
manufacturer's  wagon  if  sufficient  inducements  are 
offered;  in  fact,  there  are  many  cases  where  they  will 
pay  a  portion  of  the  cost  in  advance  if  it  can  be  demon- 
strated that  this  will  be  a  profitable  investment  upon 
their  part  Many  department  store  managers  assert 
that  a  very  large  share  of  their  profits  comes  from  tak- 
ing advantage  of  cash  discounts. 

180.  Financial  operations. — The  financial  operations 
of  the  department  store  are  briefly  as  follows: 

Requisitions  come  in  from  several  departments  for  a 
certain  amount  of  goods.  The  general  office  calculates 
the  total  represented  by  these  orders  and  finds  that  cer- 
tain amounts  of  money  will  be  needed  on  certain  future 
dates.  It  is  their  business  to  find  this  money  and  to 
make  it  produce  the  largest  possible  saving.  The  rea- 
son that  almost  every  department  store  borrows  is  that 
it  can  make  larger  profits  by  using  other  people's  money, 
which  can  be  secured  at  cheap  rates,  than  by  using  its 
own  funds  upon  which  a  handsome  profit  is  expected. 

There  are  two  methods  of  borrowing  open  to  the 
store.  The  first  is  through  the  regular  channel  used  by 
most  businesses — ^that  of  discounting  notes  through 
banks.  The  various  financial  institutions  in  which  the 
store  carries  an  account  have  a  general  understanding 
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with  the  finn  that  they  will  discount  its  paper  up  to  a 
certain  maximum. 

The  second  method  of  obtaining  money  is  through 
the  conmiercial  note  brokers.  These  men  make  a  busi- 
ness of  selling  conmiercial  paper  to  banks  and  other 
financial  institutions  and,  to  some  extent,  to  private  in- 
vestors throughout  the  country.  They  have  a  regular 
clientele  of  buyers  to  whom  they  supply  whatever  paper 
may  be  needed  to  absorb  their  surplus  funds.  They 
have,  on  the  other  hand,  various  firms  for  whom  they 
sell  paper.  The  department  store  usually  has  close  rela- 
tions with  several  of  these  brokers  and  relies  upon  them 
to  secure  at  least  a  portion  of  the  money  which  the  store 
needs.  These  notes  are  usually  made  by  the  firm  to  its 
own  order,  and  endorsed  by  it.  The  period  for  which 
they  run  is  carefully  calculated  so  as  to  insure  that  the 
store  will  receive  sufficient  income  to  meet  these  obliga- 
tions as  they  mature.  Many  stores  adopt  the  policy  of 
having  their  notes  mature  in  series,  that  is  to  say,  they 
figure  out  what  their  net  income  is  likely  to  be,  judging 
by  past  experience,  in  given  weeks;  and  then  have  their 
notes  mature  so  as  to  fall  within  this  anticipated  net 
income. 

181.  The  delivery  service. — ^Another  important  ad- 
vantage which  the  department  store  enjoys  is  the 
superior  delivery  service  which  it  offers.  The  organi- 
zation of  the  delivery  system  is  very  simple.  Its  man- 
ager is  one  of  the  officials  of  the  general  office  staff. 
He  receives  the  goods  from  the  various  departments 
and  delivers  them  over  certain  specified  territory.  The 
effectiveness  of  the  delivery  service  of  the  department 
store  is  due  to  the  large  volume  of  business  which  it 
handles:  it  might  not  pay  to  run  a  wagon  to  deliver  the 
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goods  of  the  notion  department,  but  when  the  same 
wagon  is  delivering  goods  in  the  same  territory  from 
three  hundred  other  departments,  it  makes  quite  a  large 
volume  of  work.  This  superior  delivery  service  is  par- 
ticularly appreciated  in  the  outlying  sections  of  the  city 
and  in  the  suburban  conmiunities. 

182.  Hcnv  the  buying  is  done. — ^The  buying  of  a  de- 
partment store  is  usually  done  by  the  several  depart- 
ment heads,  conmionly  Imown  as  the  "buyers,"  who  are 
responsible  for  both  the  purchases  and  the  sales  of  their 
department,  and  are  given  wide  latitude  in  making 
them.  The  head  of  a  department  buys  such  goods  as 
he  thinks  will  be  the  most  salable  and  most  profitable, 
and  secures  a  certain  space  (for  which  he  is  charged 
rent) ,  in  which  to  display  these  goods.  He  is  given  a 
certain  number  of  employes,  whose  salaries  are  charged 
against  his  department.  He  secures  certain  credit  for 
advertising  space  and  he  is  charged  with  his  proportion- 
ate share  of  the  delivery  expenses  and  general  expenses 
of  the  store.  In  return  for  all  this  he  must  earn  not 
only  the  expenses  of  his  department  but  also  a  certain 
profit.  His  success  in  this  respect  determines  his  value 
to  the  store. 

A  general  supervision  is  exercised  over  the  depart- 
ment heads  by  the  general  manager,  or,  perhaps,  by  a 
subordinate,  sometimes  known  as  the  purchase  manager, 
who  has  a  sort  of  veto  power  over  their  requisitions. 
This  is  designed  for  a  two-fold  purpose:  First,  to  pre- 
vent over-stocking,  resulting  in  loss  through  a  large 
supply  of  out-of-date  goods;  and  second,  in  order  to 
keep  each  buyer  within  a  certain  definite  appropriation 
which  has  been  allotted  to  him. 

The  actual  buying  is  done  by  the  department  head. 
This  official  usually  makes  several  trips  a  year  to  the 
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centers  in  which  he  can  buy  most  advantageously. 
These  may  be  either  the  large  cities,  such  as  New  York 
and  Chicago,  or  some  European  city  where  foreign 
novelties  are  displayed.  Here  he  finds  the  representa- 
tives of  the  manufacturers  who  show  him  the  staples 
and  novelties  which  they  are  offering.  He  conmiands 
a  large  salary  because  of  his  knowledge  of  what  goods 
suit  his  particular  firm  and  will  prove  the  most  profit- 
able. It  is  important  to  note  in  this  connection  that  the 
department  store  rarely  buys  through  the  wholesaler, 
but  generally  deals  directly  with  the  manufacturers. 
The  volume  of  their  business  enables  them  to  offer  an 
attractive  proposition  to  the  manufacturers,  thereby 
saving  the  profit  which  ordinarily  goes  to  the  whole- 
saler. 

The  large  single-line  houses  follow,  at  least  up  to  this 
point,  the  practice  of  the  department  stores.  They  also 
send  their  buyers  to  the  large  centers  and  have  almost 
equal  facilities  in  the  selection  of  goods.  The  great 
advantage  of  the  department  store  comes  through  the 
existence  of  their  branch  offices  maintained  at  such 
points  iEts  New  York,  Paris  and  London.  These  have 
a  two-fold  value  to  the  store.  In  the  first  place,  they 
are  effectively  advertised,  especially  in  the  case  of  novel- 
ties and  specialties.  We  read  much  of  "the  latest  Paris 
fashions  picked  up  by  our  experts  from  that  office." 
To  a  certain  extent  a  store  does  enjoy  an  advantage  of 
this  character,  but  in  most  cases,  it  is  simjdy  a  clever 
advertising  devise.  The  chief  value  of  these  foreign 
offices  is  in  the  execution  of  post-season  orders  and  in 
the  early  discovery  of  specialties  and  novelties  which  are 
likely  to  prove  catchy. 

188.  Post-season  orders. — No  cautious  buyer  will 
purchase  at  the  beginning  of  the   season  the  entire 
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amount  of  goods  which  he  thinks  he  can  sell:  he  always 
allows  a  certain  margin  for  contingencies  and  unex- 
pected developments.  He  cannot  tell  just  what  goods 
will  be  the  most  popular,  and  the  things  which  he  thinks 
will  be  favorites  may  in  reality  be  poor  sellers.  The 
replenishment  of  stock  towards  the  end  of  the  season, 
especially  with  articles  which  prove  to  be  very  popular, 
is  a  serious  matter  for  the  single-line  store.  The  demand 
may  be  lu^gent,  but  the  volume  of  the  business  will 
hardly  warrant  the  expense  of  a  high-priced  man  on 
another  trip  to  New  York  or  Paris.  It  is  likely  that 
the  stores  in  twenty  other  cities  have  developed  the  same 
demand  for  some  specialty  which  is  turned  out  by  one, 
or  at  best,  a  few  manufacturers.  If  the  single-line 
house  orders  by  letter  it  is  not  certain  that  the  order 
will  be  filled,  for  the  manufacturer  may  have  forty  other 
letters  all  containing  the  same  request,  and  it  may  be 
physically  impossible  for  him  to  fill  more  than  a  small 
fraction  of  the  orders.  As  a  consequence  the  single- 
line  house  may  not  get  any  of  the  goods  which  it  desires 
or  only  a  small  fraction..  The  second  disadvantage  is 
that  there  is  not  the  same  opportunity  to  secure  the  best 
price  quotations  as  where  personal  interviews  are  pos- 
sible. 

184.  Branch  offices. — ^Both  of  these  disadvantages  are 
overcome,  to  a  large  extent,  by  the  branch  offices  of  the 
department  stores.  Instead  of  writing  to  the  manu- 
facturer whose  business,  we  will  suppose,  is  in  New 
York,  the  department  head,  with  the  consent  of  the  pur- 
chase manager,  will  write  to  the  New  York  office  ex- 
plaining the  urgency  of  the  order  and  requesting 
vigorous  work  to  secure  its  acceptance.  A  well  versed 
buyer  of  the  store,  with  years  of  experience,  immediately 
gets  out  and  hunts  up  the  manufacturer  who  is  selling 
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the  desired  goods.  In  most  cases  he  can  prevail  over 
the  man  who  must  rely  upon  a  letter.  The  consequence 
is  that  the  department  store  stands  a  better  chance  than 
its  smaller  rival  of  participating  in  the  profitable  sale 
of  specialties,  where  the  demand  exceeds  the  supply. 

In  the  case  of  staple  commodities  there  is  the  advan- 
tage that  the  New  York  buyer  can  secure  the  lowest 
prices  which  are  being  offered  and  does  not  have  to  take 
the  prices  which  prevailed  several  months  previous  to 
the  date  of  the  order. 

Finally  the  branch  oflBce  becomes  a  collection  agency 
for  valuable  information  upon  current  trade  conditions 
and  other  matters  of  interest  to  its  firm.  It  is  custom- 
ary to  have  some  one  in  this  oflSce  write  a  daily  or  weekly 
letter  containing  information  about  such  matters  as  the 
trend  of  prices,  the  condition  of  the  various  markets, 
the  purchases  of  rivals,  the  late  season  novelties  which 
are  being  offered;  and  other  information  of  a  similar 
character  which  might  prove  valuable.  It  is  the  duty 
of  this  oflSce  also  to  keep  itself  thoroughly  informed  as 
to  the  offerings  of  the  manuf actiu^ers  who  usually  main- 
tain offices  on  the  same  street  or  in  the  same  locality. 
Competent  assistants  are  traveling  around  among  the 
various  firms  getting  ideas  and  samples.  These  are 
carefully  gone  over  and  such  things  as  are  valuable  are 
either  retained  until  the  visit  of  the  buyer  or  are  for- 
warded to  him. 

The  buyer  of  the  department  store,  therefore,  when 
he  visits  New  York  or  Paris  has  had  a  tremendous 
amount  of  preliminary  work  done  for  him  before  his 
arrival.  He  can  sit  down  and  look  over  large  quantities 
of  samples  and  get  a  general  idea  of  what  is  being 
offered.  He  can  quickly  locate  those  things  which  he 
thinks  will  prove  popular  and  can  have  his  order  placed 
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and  accepted  long  before  the  single-line  house  discovers 
the  opportunity. 

185.  Basis  of  accounting  system. — ^The  basis  of  the 
accounting  system  of  the  department  store  as  in  every 
other  business,  is  found  in  the  character  of  the  business 
itself.  The  accounting  system  must  first  of  all  enable 
the  store's  executives  to  have  an  accurate  idea  of  the 
operations  of  each  of  these  many  departments,  and  must 
effectively  promote  the  development  of  every  economy 
which  may  be  possible.  The  accounting  system  which 
has  been  developed  accomplishes  both  of  these  purposes. 
!  It  is  one  of  the  best  illustrations  of  the  possibilities  of 
accounting  in  business  organization. 
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DEPARTMENT  STORE  ACCOUNTING 

186.  General  office  control. — ^The  entire  contipl  of  the 
accounts  of  a  department  store  is  centered  in  the  "gen- 
eral oflBce,"  as  it  is  popularly  called,  which  is  presided 
over  by  the  general  manager,  who  has  jurisdiction  over 
the  entire  establishment.  The  principal  divisions  of  the 
general  office  are: 

(1)  The  advertising  department,  which  prepares  the 
advertisements  and  attends  to  -their  insertion  in  the 
various  publications  used  by  the  store;  (2)  the-bookkeep- 
ing  department,  which  has  charge  of  the  accounting  of 
the  store;  (8)  the  credit  department,  which  determines 
who  shall  be  given  the  privilege  of  charge  accounts  and 
which  fixes  the  maximum  amoimt  each  individual  may 
be  given  in  a  month;  and  (4)  the  delivery  department, 
which  delivers  aU  packages  to  the  customers. 

187.  Organization  of  the  departments. — ^The  number 
of  departments  in  the  large  stores  varies  from  seventy- 
five  to  three  hundred  and  thirty.  Each  department  has 
its  head,  sometimes  called  "the  buyer,"  and  sometimes 
"the  department  manager."  Under  him  is  usually  an 
assistant  department  manager  who  is  in  charge  during 
the  absence  of  the  buyer.  Under  the  manager  and  his 
assistant  are  the  aisle  managers,  popularly  called  the 
"floor  walkers,"  who  have  charge  of  a  certain  sectiqn  of 
the  department,  being  responsible  for  its  appearance 
and  good  order  and  the  proper  transaction  of  its  busi- 
ness.    The  aisle  managers  are  also  required  to  see  that 
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the  regulations  of  the  store  affecting  the  public  are 
enforced,  such,  for  example,  as  the  prohibition  against 
carrying  lighted  cigars.  The  aisle  manager  also  has 
direct  supervision  over  the  sales  people  in  his  division. 

188.  The  bookkeeping  department. — The  bookkeep- 
ing department  has  charge  of  the  accounting  of  the 
store.  Through  it  all  records  must  pass.  It  is  divided 
into  parts;  the  first  portion  has  to  do  with  the  recording 
of  receipts  and  payments  of  money;  the  second  divi- 
sion handles  all  records  relating  to  purchases  made 
by  the  store  and  deals  with  all  sales  records. 

189.  The  system  of  ordering. — ^The  purchases  of  the 
department  store  are  almost  always  made  by  means  of 
regular  order  forms,  which  are  usually  made  in  quad- 
ruplicate* After  the  department  head  has  prepared  his 
order  he  takes  it  to  the  merchandise  manager  for  ap- 
proval. This  approval  is  evidenced  by  the  counter  sig- 
nature of  that  official.  The  buyer  then  refers  the  order 
to  the  order  department  for  registration.  This  depart- 
ment also  reviews  the  terms  of  purchase  and  the  general 
provisions  of  the  contract,  which  may  be  either  stated  or 
implied.  After  this  has  been  done  the  order  is  then  sent 
to  the  manufacturer,  or  dealer,  who  fills  it  imder  the 
terms  and  conditions  specified  in  the  special  contract 
made  between  himself  and  the  house,  or  the  ordinary 
terms  prevailing  in  the  trade.  The  manufacturer  re- 
ceives the  original  order  sheet;  of  the  three  carbon 
copies,  one  is  retained  by  the  buyer,  one  has  been  held 
by  the  merchandise  manager,  and  the  third  is  kept  in 
the  order  department. 

Every  well-managed  department  store  is  very  partic- 
ular about  outstanding  unfilled  orders,  both  because  of 
the  liability  of  loss  through  imsalable  stock  and  because 
of  the  necessity  for  the  financial  manager  knowing  the 
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exact  requirements  of  the  store  in  each  particular  week 
in  arranging  to  finance  the  business.  In  order  to  make 
certain  that  no  error  has  occurred,  the  larger  stores  usu- 
ally send  out  to  their  creditors,  at  stated  intervals,  a 
form  of  letter  designed  to  check  up  any  unauthorized 
orders  or  any  orders  which  may  for  some  reason  have 
been  lost  sight  of.  Form  88  (page  178)  shows  such  a 
letter. 

140.  Handling  of  invoices. — The  goods,  when  re- 
ceived from  the  manufacturers,  all  go  through  the 
receiving  room,  regardless  of  what  department  they  are 
intended  for.  It  is  a  rule  in  most  stores  that  every 
shipment  of  goods  must  be  accompanied  by  an  invoice. 
Where  this  rule  is  enforced  the  absence  of  the  invoice 
causes  the  rejection  of  the  goods  at  the  door  of  the  re- 
ceiving room.  The  invoice  may  be  delivered  at  the 
receiving  room  by  the  drayman  or,  if  the  goods  come 
in  by  freight  or  express,  it  is  found  inside  the  package. 

When  the  goods  are  unloaded  upon  the  receiving 
platform  the  number  of  packages  in  the  shipment  is 
marked  by  the  doorman  on  the  back  of  the  invoice  and 
also  on  each  package.  The  packages  are  then  taken 
into  the  receiving  room.  This  is  usually  a  large  room 
containing  many  sections  or  tables  each  of  which  be- 
longs to  a  separate  department.  The  goods  are  taken 
to  the  proper  section  or  table  and  here  unpacked.  In 
the  meantime  the  invoice  has  been  passed  to  the  entry 
clerk  who  stamps  it  with  a  number  and  makes  the  proper 
entries  in  the  invoice  entry  book. 

It  sometimes  happens  that  the  goods  as  received  do 
not  tally  with  the  invoices;  they  may  be  damaged  or  of 
an  inferior  quality  and  consequently  all,  or  a  portion 
of  them,  may  be  returned.  Again,  credit  may  be 
claimed  for  an  overcharge,  for  shortage,  or  for  some 
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GIMBEL  BROTHERS 

Philadelphia 

ORDERrREGISTRY  BUREAU 


N©.. 


In  the  cause  of  |R)od  management,  we  have  created  an  Oider-regiatiy 
Bureau;  you  will  kindlv  observe  that  aJl  purchases  on  our  aooount  in  order 
to  be  valid  must  be  oonnrmed  by  an  order  duly  registered  there;  any  practice 
to  the  contrary  will  always  be  at  Seller's  risk. 

Please  use  the  attached  in  acknowledging  reeeipt  of  this  notioe. 

Respectfully, 

To 

GIMBEL  BROTHERS 

City 

Dated 19 


No 

We  have  yours  of  even  number  herewith  advising  us  that  all  purchases 
on  aooount  of  GIMBEL  BROTHEI^,  to  be  valid,  must  be  confirmed  by  an 
order  duly  registered  in  your  Order-registiy  Bureau,  and  that  any  practices 
to  the  contraiy  shall  not  be  good  as  a  precedent.  It  will  be  our  pleasure  to 
observe  this  notice. 


Outstanding  orders  for  a/c  GIMBEL  BROTHERS  amount  to  $. 
as  per  statement  herewith. 


Name 

City. 


To  GIMBEL  BROTHERS, 

Philadelphia 
Order-registry  Biu^eau  Dated. . . . 

FosK  33 — ^Form  Letter 
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other  reason.  In  such  cases  a  memorandum  charge  is 
made  out  against  the  consignor  and  entered  in  a  "returns 
and  allowances''  book.  The  effect  of  this  entry  is  to 
credit  the  department  returning  the  goods,  or  claiming 
the  allowance,  with  the  amount  and  to  charge  the  account 
of  the  creditor  for  the  amount  of  the  claim.  After  this 
has  been  done  a  memorandum  charge  is  mailed  to  the 
creditor. 

141.  Auditing  of  purchases. — The  system  of  handling 
invoices  covering  goods  received  is  such  that  by  the  time 
they  have  been  returned  to  the  entry  clerk  they  have 
been  reasonably  well  audited.  This,  however,  is  not  a 
sufficiently  thorough  audit  to  satisfy  most  stores.  At 
some  convenient  time,  frequently  the  day  after  the  in- 
voices are  returned  to  the  entry  clerk,  they  are  sorted 
by  the  departments  and  entered  on  an  invoice  sheet  whose 
purpose  is  to  classify  under  each  department  the  amount 
of  goods  charged  against  it  during  the  day  in  question. 
This  charge  is  frequently  subdivided  into  two  or  more 
columns,  each  column  covering  the  various  •  purchase 
ledgers  run  by  the  store.  If  this  classification  by  pur- 
chase ledgers  is  made,  it  is  necessary  to  take  the  sum 
of  the  footings  of  the  ledger  colunms  in  order  to  arrive 
at  the  total  purchases  of  the  store.  In  the  same  way 
the  returns  and  allowances  are  entered  on  another 
analysis  sheet  of  similar  form.  This  department  anal- 
ysis is  usually  a  very  bulky  record. 

In  order  to  classify  and  summarize  the  results,  the 
totals  of  the  ledger  columns  are  frequently  combined 
and  transferred  to  a  simamary  sheet  which  simply  gives 
the  daily  total  of  the  amount  of  the  purchases  and 
returns  of  each  department  in  the  store.  This  report 
is  sent  to  the  manager  of  the  bookkeeping  department 
and  forms  the  basis  for  a  journal  entry  charging  the 
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several  departments  with  their  purchases  and  crediting 
the  **creditors  controlling  account"  in  the  ledger. 

The  purchase  ledgers  are  ordinarily  double  account 
ledgers  with  a  special  ruling  to  receive  journal  entries. 
A  form  of  purchase  ledger  in  very  general  use  is  shown 
in  Form  84. 

142.  Payment  of  invoices. — ^The  work  of  settling  with 
the  creditors  of  the  department  store  is  an  enormous 
task.  There  are  hundreds  and  sometimes  thousands  of 
fbrms  who  have  dealings  with  the  store  and  each  firm 
may  have  shipped  several  invoices  during  the  month. 
In  order  to  reduce  the  work  of  payment  to  a  minimum 
the  department  store  usually  arranges  to  have  all  the 
bills  of  one  month  for  the  account  of  each  manufacturer 
paid  at  one  time,  thus  avoiding  mailing  several  checks 
where  one  would  suffice.  In  most  of  the  large  stores, 
also,  the  system  of  payment  is  so  arranged  that  settle- 
ments, instead  of  being  made  on  the  tenth  of  the  month, 
as  is  the  case  in  the  ordinary  small  business,  are  made 
on  the  various  settlement  days,  six  or  more,  scattered 
through  the  month.  These  may  be,  for  example,  as 
follows: 

Invoices  falling  due  between  the    1st  and    Sth,  paid  on  the    5tlL 

"         «  «  «      6th  and  10th,     «      "     «    10th. 

«  «         «  u  «    iQ^  ^^  i5th^     «      u     u    15th. 

«        «  «         •*    15th  and  20th,     "      «     "    goth. 

«'  «         «  «         a    goth  and  25th,     «      •*     "    25th. 

"  «««•««    25th  and  30th,     ««      "     **    30th. 

It  is  important  for  the  deparbnent  store  to  rigidly 
observe  the  payment  of  its  bills.  As  already  seen,  it 
owes  a  large  part  of  its  success  to  taking  advantage  of 
every  discoimt  which  can  be  secured. 

148.  Sales  system  of  the  department  store. — ^The 
sales  force  of  the  store  is  classified  according  to  some 
system  intended  to  simplify  the  work  of  sales  account- 
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ing.  Each  sales  clerk  upon  entering  service  is  given  a 
number  and  assigned  to  the  department  in  which  she 
or  he  is  to  sell.  These  clerk  numbers  are  variously 
arranged.  Some  firms  adopt  the  system  of  numbering 
the  clerks  consecutively,  regardless  of  the  departments 
in  which  they  are  employed.  This  has  the  disadvantage 
of  causing  each  department  to  have  the  nimibers  of  its 
employes  so  scattered  as  to  make  any  en3y  classification 
impossible.  In  order  to  avoid  this  difficulty  some  firms 
assign  a  block  of  numbers,  say  about  200,  to  each  depart- 
ment, although  there  may  at  that  time  be  only  75  em- 
ployes in  that  department.  The  first  department  would 
have  numbers  1  to  200  inclusive;  the  second  would  have 
numbers  201  to  400;  and  so  on.  This  arrangement  is 
intended  to  provide  for  future  additions  to  the  working 
force,  as  the  business  may  expand.  One  difficulty  with 
such  a  system  is  that  it  necessitates  some  department  hav- 
ing employes  numbered  in  the  tens  and  hundreds  of 
thousands,  requiring  much  extra  labor  in  making  each 
record.  Another  diflSculty  is  the  danger  that  the  system 
will  be  outgrown  with  the  growth  of  the  business:  no 
one  can  foretell  the  extent  of  the  expansion  of  each 
department,  and  when  the  block  of  numbers  assigned 
has  been  exhausted,  it  is  necessary  to  resort  to  various 
expedients,  such  as  400A,  400B,  400C,  etc.,  which  leads 
to  confusion  and  many  errors. 

The  third  and  best  system  is  that  of  numbering  the 
salesmen  of  each  department  from  1  up  to  the  total 
number  of  employes;  for  example,  department  68  might 
be  ''women's  shoes  and  rubbers"  and  have  salesmen  num- 
bered from  1  to  25  inclusive;  department  74  might  be 
"fur  coats,"  with  employes  numbered  from  1  to  80 
inclusive. 

144.  The  sales  book. — Each  sales  clerk  is  provided 
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with  a  "sales  book/'  This  "book"  is  usually  a  pad  com- 
posed of  sales  tickets,  prepared  in  triplicate.  The  sales 
slips  are  numbered  consecutively  and  the  sales  person 
is  charged  with  the  slips  contained  in  his  book  and  must 
account  for  every  one  of  them.  At  the  present  time 
most  firms  have  two  sales  pads  for  each  employe,  which 
are  used  on  alternate  days.  On  Monday  white  pads 
may  be  used,  yellow  on  Tuesday,  and  white  again  on 
Wednesday,  and  so  on.  This  difference  in  color  is  to 
assist  the  auditing  department  in  assorting  the  sales 
tickets.  The  use  of  two  books  also  enables  the  auditing 
department  to  have  the  previous  day's  pads  for  verifi- 
cation in  making  the  audit. 

The  niethod  of  filling  out  the  form  varies  according 
to  the  character  of  the  sale  and  whether  the  goods  are 
to  be  taken  by  the  customer  or  delivered  by  the  store. 
Sales  may  be  divided  as  follows:  First,  cash  sales,  (a) 
package  taken  by  the  customer,  (b)  package  sent;  sec- 
ond, credit  sales,  (a)  package  taken  by  the  customer, 
(b)  package  sent;  third,  C.  O.  D.  sales,  all  of  which, 
of  course,  are  sent. 

With  regard  to  the  cash  sales,  after  the  appropri|ite 
part  of  the  sales  slip  has  been  made  out  by  the  salesman 
and  sent  with  the  cash  to  the  cashier,  there  are  various 
methods  of  handling  the  next  step.  One  of  the  most 
desirable  of  these  employs  a  special  cash  register,  oper- 
ated according  to  the  ordinary  method.  As  the  machine 
opens  the  cash  drawer,  it  prints  the  amount  of  the  pur- 
chase in  indelible  ink  upon  two  portions  of  the  sales  slip, 
at  the  same  time  cutting  off  one  portion  which  remains 
locked  inside  the  receptacle  within  the  machine.  The 
other  portion  is  returned  with  the  change  to  the  cus- 
tomer. 

In  case  of  a  credit  sale  the  operation  differs  from  the 


Digitized  by 


Google 


184  ACCOUNTING  SYSTEMS 

foregoing  chiefly  in  reference  to  the  verification  of  the 
right  of  the  customer  to  receive  the  goods  upon  a  charge 
account.  In  almost  all  large  stores  the  customers, 
when  opening  an  account,  are  given  some  method  of 
identification,  usually  in  the  form  of  a  number  stamped 
on  a  piece  of  metal  designed  as  a  *'coin."  The  cus- 
tomer's account  is  known  in  the  store  according  to  this 
number.  All  of  the  accounts  are  then  tabulated  in  a 
series  of  "verification  books,'*  one  of  which  is  placed  in 
the  hands  of  each  cashier.  When  the  charge  sale  comes 
through,  the  cashier  consults  the  book  to  ascertain  the 
status  of  the  accoimt.  If  for  any  reason  the  store  does 
not  desire  to  extend  further  credit  this  fact  has  been 
previously  entered  in  the  book  opposite  the  customer's 
number,  and  the  cashier  refuses  to  wrap  the  package. 
If  the  account  is  found  to  be  in  good  condition,  the 
package  is  prepared  for  shipment  or  delivered  to  the 
customer  in  the  ordinary  manner.  The  only  important 
difference  in  the  case  of  credit  sales  is  the  requirement 
of  the  store  that  the  sales  person  shall  ascertain  and 
insert  on  the  sales  slip  the  name  of  the  person  buying 
the  goods.  This  is  done  to  prevent  disputes  concern- 
ing the  bill,  when  presented  later,  upon  the  claim  that 
the  goods  were  bought  by  an  imauthorized  person.  The 
"charge  sale"  slip  is,  of  course,  not  put  through  the  cash 
register. 

When  the  transaction  is  a  C.  O.  D.  sale  the  method 
of  handling  the  sales  slip  is  somewhat  different.  It  is 
customary  to  paste  the  sales  slip  on  a  stout  card  upon 
the  top  of  which  is  printed  in  large  red  letters  "C.  O. 
D."  The  piu^pose  of  this  is  to  prevent  the  driver  from 
delivering  packages  without  making  collections  and  to 
give  him  ample  information  concerning  the  charge  in 
case  any  dispute  may  arise.     The  store  also  keeps  an 
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accurate  record  of  the  C.  O.  D.  packages  turned  over 
to  the  driver.  When  the  driver  delivers  the  package 
and  makes  the  collection  he  tears  off  a  certain  portion 
of  the  sales  slip  which  he  returns,  together  with  the  cash, 
at  the  end  of  his  run. 

145.  Problems  of  department  store  dtuutmg. — ^The 
ordinary  retail  merchant  can  safely  trust  to  a  periodical 
audit  of  his  books  in  addition  to  the  daily  supervision 
which  he  exercises.  [Usually  the  proprietor,  or  some 
responsible  person,  checks  up  the  previous  day's  results 
by  going  over  the  sales  slips  turned  in  by  his  employes. 
In  addition,  the  transactions  of  his  store  are  kept  in  a 
separate  and  distinct  set  of  books.  It  is,  therefore,  pos- 
sible at  any  time  to  verify  the  correctness  of  the  records. 

In  the  department  store  this  daily  supervision  is  im- 
possible because  of  the  large  volume  of  transactions  and 
also  because  the  several  departments  do  not  keep  their 
own  books,  but  the  entire  results  are  merged  into  one  set 
of  books  kept  by  the  bookkeeping  department.  It  fol- 
lows that  the  only  practical  kind  of  an  audit  for  the 
department  store  is  the  continuous  audit,  which  must  be 
made  daily.  The  auditor  is  a  permanent  and  important 
member  of  the  administrative  staff,  having  under  him 
many  clerks  and  employes. 

146.  Auditing  cash  sales. — The  cash  sales  tickets  are 
collected  from  time  to  time  from  the  lock  boxes  inside 
the  cash  registers  on  the  counters  of  the  department 
cashiers.  These  are  taken  to  the  auditing  department 
and  sorted.  It  is  possible  that  each  cash  register  may 
contain  the  slips  of  one  or  more  cashiers,  owing  to  the 
relief  of  the  regular  cashier  by  a  substitute  at  lunch 
time.  The  first  duty  of  the  auditing  department  is, 
therefore,  to  sort  out  the  cash  sales  tickets  according  to 
the  cashiers*  numbers.    After  this  has  been  done  the 
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tickets  of  each  cashier  are  again  gone  over  and  assorted 
according  to  sales  clerk  numbers  and  finally,  after  this 
has  been  completed,  the  tickets  of  each  sales  person  are 
arranged  consecutively  according  to  the  ticket  numbers 
printed  upon  the  slips.  When  this  has  been  completed 
the  totals  called  for  by  each  voucher  is  entered  on  the 
cash  sales  entry  sheet  (Form  85). 

At  the  top  of  the  sheet,  in  the  left  hand  comer, 
appears  the  cashier's  number,  which  is  20  in  this  case. 
Below  is  a  series  of  columns  running  from  1  to  the 
number  of  the  employes  in  the  department.  In  each 
of  these  columns  is  entered  the  sales  which  the  sales 
person  bearing  that  number  has  made  dining  the  day. 
A  few  only  of  the  entries  on  the  sheet  for  the  day  in 
question  have  been  inserted.  Salesman  No.  1,  for  ex- 
ample, has  made  several  sales  ranging  from  a  few  cents 
up  to  several  dollars.  At  the  foot  of  the  column  the 
total  is  taken  of  the  sales  by  each  sales  person,  while  the 
last  entry  on  the  lower  right-hand  comer  of  the  sheet 
indicates  the  total  cash  sales  of  all  the  clerks  in  depart- 
ment No.  1. 

147.  Handling  of  transfer  sales. — The  transfer  is  a 
device  by  which  a  customer  can  more  easily  purchase 
goods  from  several  departments.  He  seeks  out  one  of 
the  transfer  desks  scattered  conveniently  throughout  the 
store,  and  secures  a  card  which  he  presents  to  the  sales- 
man in  each  department  when  making  a  purchase.  The 
salesman  enters  on  the  sheet  a  short  description  of  the 
quantity,  the  kind  of  goods  and  the  price.  The  goods, 
instead  of  being  given  to  the  customer  or  wrapped  sep- 
arately, are  sent  to  the  transfer  desk.  After  the  cus- 
tomer has  completed  his  shopping  he  takes  the  card  to 
the  transfer  desk  where  the  amounts  are  totaled  and 
verified.     Payment   is  here   made   for   the  total   bill. 
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When  the  various  purchases  arrive  at  the  transfer  desk 
they  are  wrapped  in  one  package  and  sent  to  their  des- 
tination. 

The  transfer  records  are  audited  by  making  up  a 
sheet  similar  to  that  described  for  the  salesman  but 
which  simply  classifies  the  sales  according  to  the  depart- 
ment. After  this  record  has  been  completed  the  audit- 
ing department  then  proceeds  to  verify  tihe  entries  made 
upon  the  two  sheets,  viz.:  the  cash  sales  entry  sheet  and 
the  transfer  entry  sheet.  This  is  done  by  comparing 
the  entries  for  each  salesman  with  the  tissue  sheet  re- 
maining in  the  sales  book.  The  system  of  using  dif- 
ferent sales  books  on  succeeding  days,  already  referred 
to,  enables  the  auditing  department  to  have  the  sales 
books  on  the  following  day  for  making  the  audit.  After 
this  verification  has  been  accomplished,  the  department 
next  prepares  the  balance  report,  which  is  simply  a  sheet 
having  special  columns  for  each  department,  1,  2,  8,  4, 
etc.     This  report  is  shown  in  Form  86. 

148.  Balance  report — In  each  column  of  this  report 
is  entered  the  total  cash  sales  of  each  salesman,  which 
are  then  footed  up.  Under  the  total  cash  sales  footing 
is  inserted  the  amount  of  transfer  sales  for  the  depart- 
ment. Below  that  is  added  the  sales  which  came  in 
through  the  mail  order  department.  It  is  customary 
to  indicate  the  last  two  items  by  some  special  form,  such 
as  shown  in  the  above  illustration. 

We  now  have  a  complete  record  of  the  total  cash  busi- 
ness done  by  the  department.  The  columns  are  then 
footed  and  the  total  of  the  colvimns  is  taken.  This,  in 
the  illustration  given,  amounted  to  $2,559.62.  A  veri- 
fication is  now  made  between  the  total  of  these  footings 
and  the  total  amount  of  cash  actually  turned  in  by  the 
cashier.    We  find  on  this  day  that  there  was  a  slight 
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NoTB— Department  Namber  1  is  PLATED  SILVERWARE.  Department  Number  2  is 
SOLID  SILVERWARE.  Department  Number  3  is  PLATED  JEWELRY.  Departs 
ment  Number  4  is  SOLID  GOLD  JEWELRY  AND  DIAMONDS,  z  Axe  MaU  Orden. 
^Are  Transfers. 
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difference,  which  is  not  infrequent.  Any  difference 
less  than  ten  cents  is  usually  disregarded;  a  shortage  of 
ten  cents  or  more  is  charged  to  the  cashier,  while  any 
over  amount  received  in  excess  of  the  proper  sum  is 
credited  to  the  "over  account"  from  which  is  paid  any 
claims  for  short  change  on  the  part  of  the  customer. 

It  is  interesting  to  note  that  each  cashier  is  given  a 
certain  amount  of  money,  say  $50,  each  morning  with 
which  to  make  change.  Collections  are  made  at  fixed 
intervals  during  the  day  from  the  cashiers.  Each 
cashier  is  given  a  receipt  for  the  amount  of  money  turned 
over  to  the  collector.  The  Receipts  and  tihe  money  at 
.the  end  of  the  day  represent  the  total  amount  of  cash 
taken  in  by  the  cashier.  Every  cashier  at  the  end  of 
the  day's  Work  makes  up  her  report  showing,  first,  the 
amount  of  money  on  hand  at  the  beginning  of  the  day; 
second,  the  amount  of  receipts  held  for  cash  turned  in; 
and,  third,  the  amount  of  specie  and  bills  on  hand  at 
the  close  of  the  day.  It  is  these  reports  which  are  en- 
tered upon  the  balance  sheet. 

149.  Cashier's  report. — It  is  customary,  after  this 
verification  has  been  made,  for  the  auditing  department 
to  prepare  the  cashier's  report  (Form  87).  .  This  shows 
the  disposition  which  has  been  made  of  money  taken  in 
by  the  store  during  the  day. 

The  practical  effect  of  this  investigation  is  two-fold: 
First,  to  verify  the  accuracy  of  the  record  of  moneys 
received;  and  second,  to  prepare  the  way  for  the  en- 
tries in  the  general  cash  book  showing  the  result  of  the 
day's  work.  Cash  is  debited  in  the  general  cash  book 
for  the  total  amount  showing  on  the  cashier's  report 
while  the  various  individual  departments,  whose  accounts 
are  carried  on  the  general  ledger,  are  credited  with  the 
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respective  amounts  which  they  have  contributed  to  this 
total 

160.  Auditing  of  charge  and  C.  O.  D.  sales. — The 
process  of  auditing  these  sales  is  very  similar  to  that 
already  described.  The  tickets  are  first  assorted  as  in 
the  cash  sales,  but  instead  of  arranging  them  according 
to  cashiers  they  are  classified  by  departments.  The  slips 
are  then  entered  upon  a  form  practically  identical  with 
the  cash  sales  entry  sheet  already  shown,  except  that 
the  upper  portion  of  tibe  sheet  is  used  to  indicate  charges. 
The  results  shown  in  the  sheet  are  then  checked  up  with 
the  sales  books. 

After  this  has  been  done  the  body  of  the  sales  slips 
is  sent  to  tibe  individual  ledger  bookkeepers.  These 
clerks  transcribe  the  sales  slips  into  individual  ledgers. 
At  the  same  time  they  prepare  a  daily  balance  sheet, 
which  in  most  stores  is  simply  a  sheet  ruled  to  contain 
a  column  for  each  department.  The  individual  book- 
keeper enters  the  amount  of  eadi  sale  in  tibe  proper 
department  column,  as  shown  by  the  sales  slips  and  by 
his  individual  ledger  record.  After  this  has  been  done 
the  sales  slips  are  tiben  passed  on  to  the  billing  clerks, 
^who  proceed  to  make  out  the  bills. 

161.  BiJUng  to  customers. — ^The  department  store  dif- 
fers from,  the  ordinary  business  in  that  the  bills  are 
started  on  the  first  day  of  the  month  %nd  entries  are 
made  on  each  day  that  any  purchase  occurs.  It  differs 
from  the  customary  bill  in  that  the  sheet  is  so  arranged 
that  the  making  of  the  bill  prepares  a  carbon  showing 
all  of  the  items  which  appear  upon  the  original  bilL 
Usually  the  bills  are  made  out  upon  billing  machines. 
The  billing  clerk  will  take  the  sales  slips  of  each  cus- 
tomer for  the  day  and  after  selecting  the  bill  from  the 
files  will  proceed  to  enter  a  copy  of  the  sales  slip,  extend- 
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ing  the  total  into  the  daily  total  column.  At  the  end 
of  the  month,  all  that  is  necessary  is  to  foot  up  the  daily 
totals  which  should  give  the  total  amount  owing  by  the 
customer,  less  any  credits  which  may  have  occurred 
through  the  return  of  goods  or  over-charge.  These  are 
entered  when  the  credit  slip  is  received  by  the  individual 
ledger  bookkeeper,  both  upon  the  individual  ledger  rec- 
ord and  by  the  billing  clerk  upon  the  customer's  bill. 

When  the  end  of  the  month  arrives  and  the  totals  of 
the  bills  and  the  individual  ledger  sheets  have  been  made 
up  and  found  to  agree,  the  bill  is  then  torn  off  from  the 
duplicate  and  mailed  to  the  customer,  while  the  dupli- 
cate is  filed  in  a  binder  for  future  reference.  At  the 
same  time  the  daily  balance  sheets  made  up  by  the  indi- 
vidual ledger  bookkeeper  are  summarized  upon  one 
sheet,  furnishing  the  basis  for  the  journal  entries  credit- 
ing the  departments  for  the  total  charge  sales  for  the 
month  and  debiting  accounts  receivable,  which  is  the 
general  ledger  controlling  account  over  the  individual 
ledgers. 

The  C.  O.  D.  sales  are  audited  in  much  the  same  way 
as  the  charge  sales,  the  effect  of  the  final  entries  on  the 
general  books  being  a  debit  to  cash  and  a  credit  to  the 
department  making  same. 

152.  Accounting  for  expenses. — Our  final  inquiry 
concerns  the  handling  of  the  expenses  of  the  store. 
Every  department,  when  incurring  an  expense,  must  do 
so  upon  one  of  the  regular  requisition  blanks.  (See 
Form  88.)  The  foian  shows,  as  far  as  possible,  previous 
purchases  on  the  same  account,  so  that  a  check  can  be 
had  as  to  quantity.  This  is  to  avoid  bujdng  supplies 
when  a  stock  of  the  goods  may  be  on  the  shelves  over- 
looked. 

In  the  supply  department  a  record  is  kept  of  each 
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class  of  supplies.  The  printed  blanks  generally  take 
a  form  number,  and  in  some  instances  the  stock  of 
forms  is  arranged  in  lines  by  form  number  for  easy  lo- 
cation. 

The  expense  summary  sheet  (Form  89)  shows  the 
allocations  of  expenditures  among  the  various  depart- 
ments. 

It  is  interesting  to  note  the  degree  to  which  the  de- 
partment store  carries  out  the  idea  that  each  depart- 
ment is  in  reality  a  separate  store.  The  advertising  ex- 
pense of  the  entire  store  is  prorated  among  the  depart- 
ments; for  example,  a  store  Ibas  250  square  inches  of 
advertising  in  the  daily  papers;  this  will  be  subdivided 
according  to  the  proportion  which  each  department's 
space  area  bears  to  the  total  space  area  of  the  store. 
^  The  buying  expenses  are  correctly  ascertained.  The 
insurance  on  the  stock  is  prorated  upon  the  basis  which 
the  stock  of  the  department  bears  to  the  total  stock  of 
the  store.  Each  department  is  also  charged  with  the 
interest  on  the  money  invested  in  the  stock  on  hand. 
The  same  idea  is  carried  out  in  the  apportionment  of 
rent:  no  matter  whether  the  store  owns  its  buildings 
or  leases  its  quarters,  it  charges  a  certain  rent  for  the 
building.  This  is  apportioned  among  the  various  de- 
partments in  accordance  with  the  desirability  of  their 
location.  The  final  entry  concerns  salaries,  which  rep- 
resents total  amount  paid  to  the  managers  and  em- 
ployes of  the  department. 

These  siunmary  sheets  are  used  to  show  the  expenses 
for  the  department  since  the  beginning  of  tihe  year;  for 
example,  the  sheet  in  question  might  cover  the  expenses 
from  February  1  to  9,  inclusive,  or  eight  days.  The 
total  shown  at  the  bottom  of  the  sheet  as  of  February 
9  would  be  transferred  to  the  next  sheet  and  labeled 
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CHARGE  DEFT. 

For  what  puipooe 

Have  you  used  this  article  before,  if  so,  account  for  the  old  one 


Do  Dot  be  waatefull    Don't  buy  goods  more  expensive  than  needed. 
Stop  supper  checks.    Sedc  to  reduce  quantity.    Check  disposition  to 
order  feather  dusten. 


Exact  Quantity 


Goods 


*Not  good  for  any  huge  amoimt. 

*Not  good  for  any  expensive  article. 

*Before  bvrfin^  consult 

who  will  sign  if  he  approves,  otherwise  hold 
this  up. 


You  are  expected  to  be  as  economical  in  ordering  goods  for  store  use  as 
though  you  paia  for  them  youmlf. 


Signed. 


(Write  1 


» plainly.) 


Head  of  Department 


To  the  Purchaser  of  Supplies: 

Where  description  and  value  are  left  blank,  then,  only  an  ordinary  or 
"stock"  article  is  intended. 

For  instance: — ^If  requisition  read  "one  book/'  you  must  understand 
thereby  that  the  one  who  signed  for  the  firm  onlv  had  in  mind  a  bode  of 
ordinary  kind  luid  of  nominal  value,  and  you  would  have  no  right  on  such  a 
requisition  to  have  a  book  of  special  type  made  to  order,  or  to  buy  an  ex- 
pensive one. 

Requisitions  ordinarilv  given  are  always  intended  for  goods  to  be  bought 
in  the  store,  and  you  should  not  go  outside  without  finrt  having  had  an  under- 
standing with  proper  authority  about  same. 

You  are  expected  to  inform  yourself  on  the  necessitv  for  every  requisition 
issued,  and  in  the  exercise  of  sound  economy  to  resist  tne  same  or  not. 

Where  no  quantity  is  stated,  then  only  a  limited  or  hand-to-mouth 
supphr  is  meant. 

The  above,  so  far  as  it  may  apply,  is  also  intended  for  the  guidance  of 
the  Head  Engineer  and  Head  Ci^penter  when  ordering  goods. 


^Approved 
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"February  10th"  to  which  would  be  added  expenses  for 
the  next  period.  Thus  the  store  carries  from  sheet  to 
sheet  the  total  amounts  expended  for  various  items 
from  time  to  time  and  at  the  end  of  the  year  the  total 
amoimt  of  each  column  will  give  the  total  expenses  for 
the  year.  At  the  end  of  the  month  these  summary 
sheets  are  used  to  make  the  entries  in  the  controlling 
books.  .The  effect  of  these  entries  is  to  credit  cash  for 
the  amount  and  to  charge  the  various  departments  for 
the  total  during  the  month. 

A  department  is  thus  charged  witH  aU  its  purchases 
and  expenses  and  credited  with  the  sales  made  by  it. 
By  taking  into  consideration  the  values  of  the  inventory 
of  the  stock  on  hand,  as  is  usual  in  any  business,  the 
profit  of  the  department  for  the  year  is  easily  ascer- 
tained. 

158.  •Anntud  report. — ^The  annual  report  of  a  depart- 
ment store  is  prepared  from  the  general  ledger  and 
consists  of  a  statement  of  assets  and  liabilities  at  the 
close  of  business  on  the  last  day  of  their  fiscal  year,  to- 
gether with  a  statement  of  profit  and  loss,  showing  the 
profits  earned  for  the  fiscal  year  just  ending.  A  copy 
of  an  annual  report  of  a  department  store  is  a  very 
common  form  and  can  be  had  from  almost  any  com- 
mercial or  financial  magazine. 
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CHAPTER  XIV 

GAS  ACCOUNTING 

164.  Problems  of  gca  accounting. — ^The  problems 
in  gas  accounting  are  two-fold,  first,  those  concerned 
with  the  manufacture  of  gas;  and,  second,  those  arising 
from  its  distribution  and  the  collection  of  income  from 
the  consumers.  Corresponding  problems  are  met  with 
by  every  public  utility  company,  consequently  their 
accounting  methods  are  almost  identical  with  those  of 
a  gas  company.^ 

156.  Principal  hooks. — ^The  principal  books  used  by 
a  gas  company  are:  (1)  The  cash  book;  (2)  the  gen- 
eral ledger;  (8)  the  piutdiase  book  or  invoice  register; 
and  (4)  the  consumer's  ledger,  which  is  a  combination 
of  the  sales  book  and  accounts  receivable  ledger. 

156.  General  ledger. — ^For  the  present  we  wiU  pass 
over  the  cash  book  and  take  up  the  general  ledger.  In 
this  book  are  carried  a  great  variety  of  accounts  which 
include  those  dealing  with  the  expense  of  operation  as 
well  as  the  stereotyped  financial  accounts  found  in  all 
corporations.  We  need  only  give  detailed  attention  to 
the  former  class  of  accoimts.  The  expense  accounts 
which  are  carried  in  the  general  ledger  must  follow 
closely  the  processes  of  manufacturing,  for  their  pur- 
pose is  to  reflect  accurately  the  cost  of  manufacturing 

t  As  an  aid  to  the  stadj  of  gas  accounting  it  is  worth  while  to  know 
something  ahout  the  process  of  gas  manufacture.  A  concise  account  of 
this  process  is  given  in  the  ''New  International  Encyclopedia."  The  reader 
will  probably  find  a  satisfactory  account  in  any  good  encyclopedia. 
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the  gas  and  of  distributing  it  from  the  gas-holder 
through  the  meter  to  the  consumer. 

167.  Classification  of  the  accounts. — ^A  committee  of 
the  American  Gas  Light  Association  has  formulated 
the  following  classification  of  operating  accounts,  whidi 
are  self-explanatory  with  the  information  already 
given: 

A.    1.    MANTTFACTTTBING   COAL  GAS 

1.  Boiler  Fuel  Coal  Gas. 
9.  Enricher  Coal  Gas. 

5.  Expense  Works  Coal  Gas. 
4.  Fuel  Under  Retorts. 

6.  Gas  Coal. 

6.  Mfg.  Labor  Coal  Gcui. 

7.  Purification  Supplies  Coal  Gas. 

8.  Purification  Supplies  Coal  Co. 

9.  Repairs  Works  Coal  Gas. 
10.  Water  Tax  Coal  Gas. 

EXPENSE    ACCOn:NT8 

11.  Ammoniacal  Liquor  Expense. 
IS.  Coke  Expense. 
IS.  Tar  Expense. 

A.    2.    MANUFACTUBING  WATER  GAB 

1.  Boiler  Fuel  Water  Gas. 

2.  Expense  Works  Water  Gas. 
8.  Central  Fuel. 

4.  Mfg.  Labor  Water  Gas. 

6.  Oil  Water  Gas. 

6«  Purification  Labor  Water  Gas. 

7.  Purification  Supplies  Water  Gas. 

8.  Repairs  Works  Water  Gas. 

9.  Water  Tax  Water  Gas. 
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B.    DISTSIBUTIOK 

1.  Complaint  Expense. 

2.  Distribution  Office  Expense. 
3.  Gratuitous  Work. 

4.  Repairs  Mains. 

5.  Repairs  Services. 

6.  Repairs  Meters. 

7.  Setting  and  Removing  Meters. 

8.  Street  Mains  Abandoned. 

C.    COMHE&CIAX   EXPENSB 

1.  Expense  Collection. 

2.  Expense  Office. 
S.  Office  Salaries. 

D.    EXPENSB 

1.  Accidents  and  Damages. 

2.  Association  Meetings. 

9.  Expense  General. 

4.  Expense  Extraordinary. 

5.  Insurance. 

6.  Interest. 

7.  Litigation. 

8.  Salaries  General 

9.  Uncollectible  Bills. 

E.  NEW  Busnnsss 

1.  Advertising. 

2.  Ajppliances  Demonstrations. 
8.  Expense  Soliciting. 

4.  Gas  Appliances. 

6.  Gas  Engine  Expense. 

6.  House  Fitting  Expense. 

p.     TAXES 

G.     STEEET  lAMP   OPEEATING 

H.    OPEEATING   EXPENDFTUEES 

I.      INTEREST   ON    BONJ>8 

J.     DISCOUNT 


Digitized  by 


Google 


GAS  ACCOUNTING  206 

The  operation  of  these  accounts  is  easily  understood 
when  we  recall  the  principles  of  cost  keeping  which  are 
applicable  to  the  gas  business.  Every  gas  company 
runs  a  number  of  stock  or  inventory  accounts. 

168.  Purchases  of  supplies. — ^The  first  step  in  the 
purchase  of  supplies  is  the  filling  out  of  a  requisition. 
•This  is  usually  done  by  the  superintendent  of  the  plant. 
If  the  company  is  large  the  requisition  will  probably 
be  sent  to  the  purchasing  agent,  whose  duty  it  is  to  se- 
cure bids  for  supplying  the  amount  of  material  called 
for  in  the  requisition.  The  order  is  finally  placed  with 
the  successful  bidder,  and  in  due  time  the  goods  called 
for  are  received  by  the  purchasing  department.  After 
the  quantity  and  prices  are  verified  the  proper  entries 
are  put  in  the  purchase  book,  debiting  tiie  various  stock 
accounts  in  the  general  ledger,  the  titles  of  some  of 
which  are  as  follows: 

(1)  Boiler  fuel  stock;  (2)  generator  fuel  stock;  (8) 
gas  coal  stock;  (4)  fuel  under  retorts  stock;  (6)  en- 
richer  coal  gas  stock;  (6)  oil  water  gas  stock. 

169.  Record  of  consumption. — As  the  supplies  are 
used  a  record  is  kept  of  the  quantity  consumed.  This, 
in  most  cases,  can  be  accurately  done.  Coal,  for  ex- 
ample, is  weighed  as  it  is  brought  to  the  coal  retort  be- 
fore being  used  under  the  boiler.  The  oil  is  measured 
by  passing  it  through  a  meter.  In  fact  some  scheme  is 
devised  by  which  every  form  of  supply  is  recorded  as 
used.  These  statistical  records  are  carried  until  the 
end  of  the  month,  when  the  total  amount  which  has  been 
used  is  ascertained  and  a  transfer  entry  made,  credit- 
ing the  proper  stock  or  inventory  account  with  the  cost 
price  of  the  material  used,  and  debiting  the  expense 
account  for  the  same  sum.  For  example,  the  cost  of 
coal  used  under  the  boilers  in  the  manufacturing  proc* 
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ess,  would  be  credited  to  the  boiler  fuel  stock  account, 
and  debited  to  the  boiler  fuel  account.  This  system  en- 
ables the  company  to  take  a  book  inventory  of  the  sup- 
plies on  hand  at  the  end  of  each  month.  At  stated 
times,  say  once  a  year,  these  book  inventories  are  veri- 
fied by  an  actual  inventory  of  stock. 

160.  Voucher  payments. — ^Let  us  turn  our  attention 
for  a  moment  to  the  credits  appearing  in  the  accounts 
of  the  parties  from  whom  the  materials  have  been  pur- 
chased. At  certain  dates  payment  of  the  accounts  is 
made  by  checks  which  are  debited  in  the  cash  book  to 
"accounts  payable"  and  credited  to  **cash."  Each  bill, 
before  payment,  is  transcribed  on  a  voucher  made  in 
duplicate,  the  original  being  enclosed  with  the  check  to 
the  creditor,  while  the  duplicate  is  filed  for  reference 
purposes. 

In  addition  to  the  place  devoted  to  the  approval  of 
the  payment,  the  blank  also  provides  for  the  receipt  of 
the  creditor  for  the  amount  enclosed.  The  voucher, 
after  being  signed  by  the  creditor,  is  returned  to  the 
company,  and  furnishes  with  the  canceled  check,  a  du- 
plicate evidence  of  payment, 

161.  By-prodm^ta. — The  utilization  of  by-products 
which  were  formerly  regarded  as  waste  is  a  feature  of 
modem  industry,  which  has  added  materially  to  the 
profits  of  manufacturing  concerns.  A  very  interesting 
portion  of  a  gas  company's  accounting  deals  with  these 
by-products. 

The  crude  material  which  may  be  regarded  as  waste 
incurred  in  the  manufacture  of  the  main  product — ^in 
this  case  gas — ^has  cost  a  certain  amount  of  money, 
which  must  be  charged  against  the  main  product.  The 
coal  used  is  not  entirely  consumed,  and  the  residue  com- 
IK)sed  of  a  poor  quality  of  carbon  and  ashes,  which  we 
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call  coke,  is  a  waste  so  far  as  the  business  is  concerned. 
But  it  happens  that  in  thickly  populated  sections  this 
coke  can  be  broken  up  in  uniform  pieces,  smaller  in 
size,  and  sold  to  householders,  who  use  it  for  fuel.  The 
waste  matter  can  thus  with  a  slight  additional  expendi- 
ture, be  placed  in  marketable  condition. 

162.  Accounting  for  by-products. — ^The  accounting 
system  of  a  gas  company,  following  the  general  rule, 
regards  the  coke  taken  out  of  the  gas  retort  as  having 
cost  them  nothing:  the  total  cost  of  the  coal  and  the 
cost  of  the  labor  required  to  remove  the  residue  from 
the  retort  has  been  included  in  the  cost  of  manufactur- 
ing the  gas.  The  company  then  proceeds  to  put  this 
coke  in  marketable  condition.  The  chief  item  of  ex- 
pense is  the  cost  of  labor  required  to  break  it  up  so 
the  company  carries  an  account  in  its  general  ledger 
called  "coke  expense.'*  Similar  accounts  are  carried  to 
cover  the  cost  of  preparation  of  every  other  by-product 
that  the  company  puts  out.  There  are  three  such  ex- 
pense accounts  usually  carried,  ''ammoniacal  liquor 
expense,"  "tar  expense,"  and  "coke  expense,"  which  rep- 
resent respectively  the  expense  incurred  in  the  prepara- 
tion of  ammonia,  coke,  and  tar  for  the  market* 

168.  Coke  residual  account. — ^Let  us  suppose  that  a 
company  expends  $500  in  the  course  of  one  month  on 
the  preparation  of  coke  for  the  market.  There  will  be 
a  debit  of  $500  to  the  "coke  expense  account,"  and  a 
consequent  credit  to  cash  for  the  amount  paid  out  in 
labor,  etc  The  expenditure  of  this  sum  has  resulted 
in  the  preparation  of  a  large  amount  of  coke  for  the 
market.  This  coke,  we  will  assume,  seUs  for  $5,000. 
The  company  will  debit  the  "coke  account"  for  $5,000 
and  credit  another  account  carried  on  the  general 
ledger,  known  as  the  "coke  residual  account"  for  the 
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same  amount*    The  purpose  of  the  latter  account  will 
presently  be  made  clear. 

The  practice  of  charging  the  coke  account  with 
the  price  of  the  coke  seems  at  direct  variance  with  the 
fimdamental  principles  of  the  proper  method  of  ac- 
counting for  finished  stock.  Several  explanations  for 
this  difference  have  been  offered  but  none  of  them  are 
entirely  satisfactory.  When  the  coke  is  finally  sold  the 
coke  account  is  credited  with  the  amount  received  from 
the  sale  of  the  product,  while  either  the  cash  account 
or  accounts  receivable  is  debited  for  the  corresponding 
amount  of  the  sale.  The  final  step  is  to  transfer  the 
$600  of  expense  incurred  in  the  preparation  of  the  coke 
for  market  from  the  "coke  expense  account'*  to  the 
"coke  residual  account."  The  "coke  residual  account" 
now  shows  a  debit  of  $500  and  a  credit  of  $5,000,  so  it 
is  obvious  that  the  difference  between  the  two  amounts 
represents  the  profit  from  the  sale  of  the  coke.  In 
case  the  sales  price  should  not  agree  with  the  price  at 
which  the  "coke  account"  was  originally  debited  an  ad- 
justing entry  is  made  closing  out  the  difference  from 
the  coke  account  to  the  "coke  residual  account,"  thus 
showing  this  additional  gain  or  loss  in  the  residual  ac- 
count where  it  properly  belongs* 
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GAS  ACCOUNTING  (^Continued) 

164.  Methods  of  measuring  gas. — ^We  now  turn  to 
the  methods  by  which  a  gas  company  keeps  the  record 
of  its  sales  and  the  accomits  with  its  customers*  /The 
gas  business  is  one  in  which  the  company  has  accounts 
with  many  customers,  and  the  average  amount  of 
charges  is  relatively  small.  The  company  must,  there- 
fore, have  a  very  economical  and  efficient  system  of 
accounting  in  order  to  make  any  profit. 

The  basis  of  the  charges  is  secured  from  a  meter. 
This  makes  it  necessary  for  the  company  to  have  meters 
to  measure  the  gas  used  by  customers,  the  meters  being 
located  on  the  premises  of  the  customers.  There  are 
two  kinds  of  meters  commonly  used  for  this  purpose. 
iThe  first  is  the  ordinary  meter  which  measures  the  gas 
used  by  the  cubic  foot  or  fraction  thereof,  the  measure- 
ment being  indicated  upon  its  f acfe.  The  second  is  fre- 
quently installed  on  the  premises  of  customers  consum- 
ing only  a  small  quantity  of  gas,  and  is  known  as  the 
slot  meter.  This  is  a  device  by  which  the  customer 
deposits  a  quarter  in  the  slot  and  as  a  result  a  certain 
amount  of  gas  is  passed  into  the  meter,  according  to  the 
rates  of  the  company.  When  this  portion  of  gas  has 
passed  through  the  meter  the  gas  supply  is  cut  off  until 
another  quarter  is  deposited  in  the  slot.  The  ratings  of 
these  meters  are  taken  regularly  by  the  company's  em- 
ployes. 

x-u  209 
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166.  The  slot  meter. — ^Before  we  discuss  the  ordinary 
gas  meter,  let  us  take  up  the  slot  meter.  When  the 
inspector  visits  the  meter,  he  takes  out  the  money  which 
has  heen  deposited  from  time  to  time  since  his  last  visit. 
He  then  fills  out  a  slip  shown  in  Form  40,  page  211. 

The  number  appearing  on  this  slip  refers  to  the  cus- 
tomer's number  on  the  books  of  the  company.  This  has 
been  filled  out  in  the  office  before  the  slip  was  turned 
over  to  the  inspector.  The  location  of  the  meter  and 
the  name  and  address  of  the  customer  are  also  filled 
out  in  the  office,  and  later  verified  by  the  inspector. 
This  form  provides  space  for  six  reports  for  each  cus- 
tomer; one  is  detached  on  each  visit  and  turned  in  by 
the  inspector,  together  with  the  cash,  to  the  office.  This 
becomes  the  basis  for  the  book  entries  of  the  company- 

166.  The  ordinary  meter. — In  case  the  meter  is  a 
simple  one  of  the  ordinary  kind  recording  the  amount 
of  gas  consumed  within  a  certain  time,  the  inspector 
will  be  given  a  report  blank  similar  to  that  shown  in 
Form  41,  pages  212-218. 

As  in  the  case  of  the  slot  meter,  the  name  and  address 
of  the  consimier  and  the  ledger  folio  of  his  account 
have  previously  been  inserted  by  the  clerk  in  the  office. 
The  sheet  contains  sufficient  space  for  the  results  of 
twenty-four  visits  to  the  property,  or  for  approximately 
two  years.  The  inspector  notes  the  reading  of  the 
meter  at  each  visit.  The  portion  of  the  form  headed 
*'Meter"  is  simply  divided  for  keeping  statistical  records 
of  the  meter  on  the  property.  It  may  be  that  in  the 
two  years  covered  by  the  record  sheet  it  has  been  neces- 
sary to  remove  or  transfer  the  meter,  and  this  space 
affords  a  place  for  the  recording  of  such  changes.  On 
the  back  of  the  form  a  space  is  provided  for  the  in- 
spector to  note  such  remarks  as  may  be  necessary  con- 
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ceming  leaks  in  the  gas  pipes  or  meter,  or  discrepancies 
in  the  readings  on  the  meter,  or  any  complaint  by  the 
customer  as  to  the  services  of  the  company.  These  rec- 
ord sheets  when  turned  into  the  company's  oflBce  form 
the  basis  for  the  entries  in  the  consumer's  ledger,  charg- 
ing on  the  books  of  the  company  the  various  amounts 
to  each  customer. 

167.  Consumer's  ledger. — ^This  is  modeled  on  the  same 
lines  as  the  Boston  ledger  of  a  bank.  The  accounts  are 
kept  alphabetically  but  by  street  location.  All  accounts 
of  consumers  located  on  84th  Street,  for  example,  will  be 
contained  in  the  **T"  ledger,  and  will  be  arranged  con- 
secutively according  to  house  numbers.  The  company 
usually  keeps  a  cross-index  of  its  customers  by  name, 
in  order  to  locate  the  residences  thereby,  or  the  account 
in  the  consumer's  ledger,  in  case  this  becomes  necessary. 
The  information  in  reference  to  the  entry  is  simply 
transcribed  from  the  inspector's  report.  The  balance 
outstanding,  plus  the  amount  due  at  the  end  of  each 
month,  plus  any  amoimt  for  charges  due  from  the  pre- 
ceding month  less  the  amount  paid  equals  the  balance 
outstanding  for  the  next  month. 

This  consumer's  ledger  is  only  used  for  those  accounts 
where  a  charge  meter  is  installed.  The  pre-payment 
ledger,  as  the  slot  meter  form  of  a  ledger  is  called,  is 
much  the  same  as  the  consumer's  ledger.  The  only  dif- 
ference is  tiiat  there  is  never  any  amount  outstanding 
as  being  owed  by  the  customers. 

168.  The  gas  biU. — ^After  the  customer's  ledger  has 
been  posted  up  at  the  end  of  the  month,  the  clerks  pre- 
pare the  bills  which  are  then  mailed  to  the  customer. 
Most  gas  companies  adopt  the  policy  of  having  sep- 
arate bill  forms  for  each  class  of  constmiers,  in  case  such 
companies  supply  fuel  and  illuminating  gas  at  different 
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rates.  The  distinction  between  them  is  entirely  theo- 
retical, for  the  gas  is  the  same  in  both  instances.  The 
company  merely  gives  a  discount  on  gas  used  for  fuel 
purposes  to  customers  using  a  large  quantity.  This  is 
necessary  in  many  cases  in  order  to  secure  a  large 
amount  of  business.  A  man  will,  for  example,  hesitate 
between  using  a  gas  engine  and  a  gasoline  engine,  unless 
the  gas  is  supplied  to  him  at  lower  rates  than  that  for 
which  he  can  purchase  gasoline.  The  bills  are  usually 
printed  on  different  colored  paper,  the  purpose  of  which 
will  explain  itself  later.  When  the  bills  come  in  from 
the  customers,  or  when  they  are  presented  at  the  various 
oflSces  of  the  company  together  with  the  money  for 
their  payment,  one  portion  of  the  bill  form  is  receipted 
and  returned  to  the  customer.  The  other  portion  is 
detached  and  sent  to  the  clerks  who  have  charge  of  the 
daily  cash  receipt  book.  ^^ 

169.  Daily  cash  receipt  book. — ^We  have  already  seen 
that  the  gas  company  handles  a  very  large  number  of 
accounts,  which  would  make  the  entry  of  every  trans- 
action into  the  general  cash  book  a  very  laborious  and 
expensive  piece  of  work.  The  company,  therefore,  runs 
a  daily  cash  receipt  book  in  which  the  receipts  of  money 
from  incoming  bills  are  recorded.  This  cash  book  is 
shown  in  Form  42,  pages  216-217. 

At  the  end  of  the  day  the  totals  as  shown  by  the  daily 
cash  receipt  book  are  transferred  to  the  general  cash 
book. 

170.  Debit  side  of  the  general  cash  book. — ^The  debit 
side  of  the  general  cash  book,  to  which  this  daily  cash 
book's  totals  are  posted  is  shown  in  Form  43.  It  will  be 
seen  that  the  columns  are  similar  to  those  provided  in 
the  daily  cash  book.  The  bills,  as  rendered,  are  charged 
to  the  gas  sales  account  in  the  general  ledger  and  are 
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credited  to  the  gas  account  at  the  same  time.  The  gas 
sales  accomit  is  thus  in  reality  an  accounts  receivable 
account  controlling  the  consumer's  ledger.  The  gas 
account^  on  the  other  hand,  is  a  revenue  accotmt  of  the 
company,  showing  the  total  gross  income  received  from 
the  sale  of  gas.  There  are  a  number  of  other  important 
revenue  accounts,  some  of  which  are,  for  example: 

(1)  House  and  rental  account,  showing  income  re- 
ceived from  rents  of  properties  owned. 

(2)  Merchandise  account,  showing  the  income  from 
the  sales  of  stoves,  supplies,  etc. 

y    (8)   The  profit  and  loss  account. 

The  columns  in  the  general  cash  book,  therefore,  are 
in  effect  the  controlling  accounts  with  the  various 
classes  of  customers  carried  in  the  general  ledger.  The 
deposit  column  is  the  one  exception  to  this  rule.  This 
column  is  used  to  record  the  amounts  received  from 
customers,  as  required  by  some  companies,  in  order  to 
guarantee  the  payment  of  the  bill  for  gas  thereafter 
used. 

171.  Posting  of  cash  debits. — ^At  regular  intervals, 
usually  monthly,  the  totals  as  shown  by  the  debit  side 
of  the  cash  book  are  posted  to  their  respective  ledger 
accotmts.  The  effect  of  such  posting  is  expressed  by 
the  following  journal  entry: 

Cash,  Dr. 

To  accoimts  receivable  and  deposits. 

The  credit  to  the  various  accounts  receivable  offsets 
the  charges  to  them  at  the  time  the  bills  are  rendered, 
as  has  previously  been  explained,  while  the  credit  to  the 
deposit  accoimt  sets  forth  the  liability  of  the  company 
for  money  received  from  customers  in  the  nature  of  a 
trust  fund,  which  must  subsequently  be  returned  to 
them  when  the  bills  are  paid. 
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172.  Pay  rolls. — ^Before  we  consider  the  credit  side  of 
the  general  cash  book,  it  is  necessary  for  us  to  ascertain 
the  method  of  keeping  pay  rolls.  Perhaps  the  largest 
portion  of  the  gas  company's  outlays  is  the  payment  for 
labor.  Every  man  in  the  employ  of  the  company, 
except  while  working  within  the  confines  of  the  plant, 
is  required  to  keep  a  daily  time  card.  This  gives  the 
date  and  the  name  of  the  employe,  and  shows  the  num- 
ber of  hours  devoted  during  any  day  to  the  various 
classes  of  work  performed  by  him.  The  report  for  an 
outside  man  in  the  distribution  department  is  shown  in 
Form  44,  page  222. 

This  time  card  is  turned  in  at  the  end  of  the  day  to 
a  foreman  who  verifies  its  correctness  and  signs  his 
name  to  it  as  an  indication  of  approval.  The  card  then 
goes  to  the  pay-roll  clerks,  who  transfer  the  hours  to 
the  proper  account  upon  one  of  the  regular  distribution 
time  vouchers  (see  Form  45,  pages  228-224). 

The  same  general  voucher  form  is  in  use  for  the  other 
departments.  The  manufacturing  department,  for 
example,  uses  a  form  in  which  the  various  items  of  man- 
ufacturing cost  are  set  forth. 

After  the  total  hours  have  been  determined,  the 
amoimt  of  money  chargeable  to  each  accoimt  is  extended 
in  the  proper  colunm.  The  totals  of  these  accoimts 
should  equal  the  total  sum  which  the  company  owes  to 
each  particular  workman.  The  bottom  of  the  form  is 
a  receipt  which  the  workman  is  required  to  sign  when 
his  wages  are  paid  to  him.  In  order  to  secure  the 
money  with  which  to  pay  the  workmen  it  is  necessary 
that  a  pay  roll  be  constructed  from  these  various  time 
vouchers.  This  is  done  by  combining  the  information 
on  the  vouchers  on  a  pay-roll  blank  (Form  46,  pages 
226-280). 
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NAME 

HOUBS 

NATURE   OP   WORK 

Adjusting  Wekbach  Lampd 

Gratuitous  Work 

House  Piping  and  Hanging  Fixtures 

House  Fitting  Expense 

Inspecting  and  Testing  House  Piping 

House  Fitting  Expense 

Installing  and  Connecting  Gas  Appliances 

Gas  Appliances 

Leaks,  Freese-ups,  Pumping  Street  Main  Drips 

Complaint  Expense 

New  Services,  No St. 

Services 

Puttikig  on  Tips  and  Burners 

Gratuitous  Woik 

Readi^  and  Verifying  Indexes  of  Meters' 

\                                                              Office  Salaries 

Bepairi^  Services 

Repairs  Services 

Setting  and  Removiiig  Meters 

Setting  and  Removing  Meters 

Setting,  Removing  or  Repairing  Stoves 

Gratuitous  Work 

Setting,  Removing  and  Repairing  Gas  Engines 

Gas  Engine  Expense 

Turning  on  and  off  Supply  of  Gas 

Setting  and  Removing  Meters 

APPROVED: 


Form  44— Labor  Distribution  Report 
222 


..Foreman 
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rThis  pay  roll  gives  the  name»  occupation,  time  due 
each  workman,  and  a  detailed  classification  of  the  yarions 
accomits  among  which  this  expense  is  pro-rated.  When 
the  pay  roll  is  complete,  the  superintendent  signs  it  and 
forwards  it  to  the  treasury  department. 

178.  Credit  side  of  the  cash  book. — ^An  entry  is  then 
made  upon  the  credit  side  of  the  cash  hook  (Form  47). 
Here  also  will  appear  the  simis  paid  out  for  purchase 
of  materials  and  supplies,  and  for  the  general  disburse- 
ments of  the  company,  which  we  have  considered  in  the 
first  part  of  this  diapter. 

The  purpose  of  the  classification  on  the  pay  roU  is 
to  furnish  the  basis  necessary  for  the  proper  diarging 
to  the  various  expense  accounts,  indicating  a  credit  to 
the  pay  roll  account.  The  credit  to  the  pay  roll  account, 
in  this  instance,  offsets  the  debit  posted  from  the  cash 
book  at  the  time  the  money  was  drawn  from  the  bank. 

174.  Statement  of  profit  and  loss. — ^At  the  end  pf 
each  month  the  general  ledger  department  prepares  a 
statement  of  profits  and  loss,  showing  the  results  of  the 
operation  of  the  plant  during  the  month  (Form  48). 
This  statement  is  prepared  for  the  purpose  of  giving 
to  the  officers  of  the  company  a  summary  statement  of 
the  profit  or  loss  to  the  company  from  its  operation. 
For  us,  however,  it  has  the  advantage  of  showing  the 
classifications  of  the  accounts  carried  upon  the  general 
ledgers  of  the  gas  company.  Each  item  represents  a 
separate  account  on  the  general  ledger. 

175.  Construction  of  profit  and  loss  account  from 
trial  balance. — In  order  to  fix  in  our  memories  the  dassi- 
fications  of  accounts  and  to  understand  the  operation  of 
a  gas  company's  books  we  will  take  the  following  trial 
balance  of  a  small  company  manufacturing  water  gas, 
and  through  it  construct  the  profit  and  loss  account: 

X^15 
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CLASSIFICATION 


Expense  Works,      .     . 

Manufacturing  Labor, 

Purification  Labor, 

"         Supplies,     . 

Repairs  Worics  General, 
"  Coal  Gas, 

"  Water  Gas, 

Boiler  Fuel  Stock,   .     .     . 

Enricher  Coal  Gas  Stock,   . 

Fuel  Under  Retorts  Stock, 


Generator  Fuel  Stock, 
Gas  Coal  Stock,       .     .     .     . 
Oil  (Water  Gas)  Stock,      .      . 
Ammoniacal  Liquor  Expense, 
Coke  Expense,         .     .     .     . 
Tar  Expense, 


Complaint  Expense, 
Distribution  Office  Expense,   . 
Gratuitous  Work,    .... 
Repairs  Mains 

"        Services,    .... 

"        Meters,  .     . 

Setting  and  Removing  Meters, 
Street  Mains  Abandoned,  . 


Expense  Collection 

Office, 
Office  Salaries,   .     . 


Accidents  and  Damages, 
Expense  Extraordinary, 


Appliance  Demonstrations, 
Expense  Soliciting, 
Gas  Appliances,       .     . 
Gas  Engine  Expense,    .     . 
House  Fitting  Expense,     . 
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CLASSIFICATION 


Purification 
SupitUm 


Repairs 

Works 

CoalOas 


Repairs 

Works 

Water  Gas 


Boiler  Fad 
Stock 


Enricher 

Coal  Gas 

Stock 


Fuel  Under 
Retorts 
Stock 
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INCOME 

..Cubic  Feet  Gm  Sold  to  General  Coxunimera 
••         ••      ••    Used  for  Sundry  Purpoeee 

..    **        **      **    Sold  Street  Lampe 

., •       ••     Private  Lamps 

•    Uaed  at  Works 
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Cost  per  M. 

cu.  ft.  Gas 

sold 

Montba   Ending.. 

MANUFACrUKING 

, , 

Manufaoturinc 

BoHerFuel 

Enrioher  Coal  Qm» 

EzpenM  Works 

Fad  Undor  Retorta 

Generator  Fuel 

Gas  Coal 

OU  (Water  Gas) 

Purifioation  Labor 

Purification  Supplies 

Repairs  Works  General 

Repairs  Works  Coal  Gas 

Repairs  Works  Water  Gas 

Water  Tax 

Less  Residuals 

... 

Leakage. ou.ft. 

9                          =$ 

Cost  per  M. 

ou.ft.Gas 

sold 

DISTRIBUTION 

Complaint  Expense 

Distribution  Office  Expense 

Gratuitous  Work 

Repairs  Mains 

Repairs  Services 

Repairs  Meters 

Setting  and  Remcyvinc  Meters 

Amooni  Forwarded 

•• 

•... 

•• 
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COMMERCIAL  EXPENSE 

OomiDfifcifal  EzponM 

EzpeuM  GoUeetion 

EzpeDMOffioe 

OffiM  Salaries 

• 

•• 

... 

•• 

EXPENSE 

Aocidents  and  Damacea 

. 

AflMdation  Meetings 

. 

Expense  General 

Expense  Extraordinaiy 

Insurance 

Interest 

Litigation 

Sslaries  General 

•• 

NEW  BUSINESS 

New  Business 

• 

Advertising 

Appliance  Demonstrations 

Expense  Soliciting 

Gas  Appliances 

Gas  EIngine  Expense 

House  Fitting  Expense 

•• 

Toxes 

.. 

•• 

Operating  Expenditures 

IfUertaion  B<md» 

Total  Expenses 

.. 

Baianee  Net 

= 

"* 

Tttal 
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AxnmoniMal  liquor 

Coke 
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Store  Room 

Stable 

Qm  Stock 

Boiler  Fuel  Stook 
Generator  Fuel  Stook 
Qae  Cool  Stock 
Fuel  Under  Retorts  Stock 
Oil  (Water  Qas)  Stock 

Oub 

BUla  Beoeirable 

QasSalee 

Prepayment  Sales 

Scmdry  Sales 

City  of. ^ 


AdTBnoe  Taxes 
AdTsnoe  Insoianoe 

Plant 

Real  Estate 

Extension  of  Street  Mains 

Street  Main  Improyement 

Extension  A  ImproTement 

Street  Lamp  Kitenston 

Meters 


Capital  Stock 
Bonds  Payable 


Accounts  Payable 
Bills  Payable 
Deposits 

Accrued  Taxes 
Accrued  Interest 
Accrued  Interest  on  Bonds 


Seles  Suspense 
Profit  and  Loss  Year. 
Profit  and  Loss 
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Wiit«r  Ofifl  U»^ 

20,000,000 
10,000,000 

CubioFeet 

Coftl  Qf^  Um^)^ ,    ,  , 

•«      1* 

TotiU  Qm  liade. 

30.000,000 
500.000 

*•      i« 

Gfifl  OD  Hftod 

i«      i* 

Total  Gm  tqrA4MH>unt  ff>r 

30,600,000 
400,000 

1*            M 

«t             •« 

GiM!  Dni^vwiKl  to  Mainf 

30.100.000 

«« 

Gm  Sold 

28,000,000 

1,800,000 

300,000 

t«             •• 

Gail  Used  bv  OomDanv 

•  «               H 

Gail  TTna«Mm«tecl  for 

•  i               •• 

Tbtal  Qaa  Aeeounted  for 

30.100.000 

l«               li 

PROPERTY  AOOOUNTB 


iNCREAaS 

Extaukm  of  Ifaiaa 
Street  Main  Improyement 

Metan 

Servioaa 

Total 
Plant 

Total 
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TRIAL  BALANCE 


Manufacturing  Labor $  6,400 

Boiler  Fuel  8,200 

Generator  Fuel 6,400 

Oa 1*6,000 

Purifiers »,«00 

Repair  Works «,600 

Expense  Works »,900 

Water  Tax 1,600 

Insurance    •• ...  .i  SOO 

Taxes  General 4,800 

Distribution  Labor  and  Material.  12,000 

Office  Expenses ^  18,600 

Stable  Expense ,. ..  4,000 

Repairs  Mains 1,800 

Repairs  Meters 600 

Repairs  Services ,. .  700 

Street  Lighting 800 

Advertising 800 

Maintenance  Arc  Lamps 1,600 

Licenses 1,000 

Discounts 84,000 

General  Expenses 6,000 

Sundry  Debtors,  Gas 40,000 

Sundry  Debtor,  Merchandise  .....  10,000 

Cash  . 29,000 

Bond  Interest 26,000 

Plant  1,066,600 

Capital  Stock 

Bonds 

Accounts  Payable 

Gas  Accounts 


Cft. 


600,000 

600,000 

48,000 

842,600 


$l,8d0,600    $1,890,600 
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The  inventories  of  materials  on  hand  are  as  follows: 

Manufacturing  Material , $20,000 

Distribution  Material 4,000 

These  are  the  only  inventories  of  any  description  carried. 
The  following  facts  must  also  be  taken  into  considera- 
tion: 

Gas  manufactured  during  the  year.  .800,000,000  cu.  ft. 
Gas  sold  "  "  "  .  .870,000,000  '*  " 
Unaccounted  for  80,000,000    **     ** 

From  this  data  we  will  now  proceed  to  make  up  the 
following: 

Manufacturing  cost  of  gas  sold. 

Distribution  cost  of  gas  sold. 

The  income  account  or  statement  of  operations. 

Balance  sheet. 
The  classification  of  the  various  accounts  having'  been 
stated  before  we  shall  proceed  with  a  minimimi  amount 
of  explanation. 

STATEMENT  OP  PROFIT  AND  LOSS 
Incomk. 

0a8  Accounts    $842,600 

Less  Discoant $842,600 

Miscellaneoas  Sales    

Total  Income $842,600 

CONTSA. 

A.  Manuyactuung. 

1.  Boiler  Fuel   $     8,200 

2.  Expense  Works 8,900 

8.  Generator  Fuel   5,400 


4.  Manufacturing  Labor 5,400 

6.  Oil   (Water  Gas)    126,000 

6.  Purifiers     8,200 


7.  Repairs  General  Works 2,600 

8.  Water  Tax 1,500 

$151»200 

Less  Inventory  of  Manufacturing:  Materials   . .  20,000 
Manufacturing  cost  of  800,000,000   cu.  ft.   or 

48.7  cents  per  1000  ft $181,200 

B.    DiSTBIBUTION. 

1.  Repairs,  Mains    1,800 

2.  Repairs  Serrices 700 

8.  Repairs  Meters   600 

4.  Distribution  Labor  A  Material 12,000 

5.  Licenses 1,000 

6.  Stable  Expenses  *    4,000 

20,000 
X— 16 
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Less  Inventory  of  Distribution  Material $4»000 

Distribution  cost  of  270,000,000  en.  ft.  or  6.96 

ots.  per  1000  ft $  16,000 

C.  COMIfEXCIAL  ExrsMss. 

1.  Offtce  Expense    18»600 

D.  Exr£NSB. 

1.  General  Expense 6,006 

2.  Insurance     800  6,806 

E.  New  Business. 

1.  Advertising  New  Buiness   800 

F.  Taxes. 

General  Taxes 4|800 

G.  Stxxbt  Lamp  Opbiation. 

1.  Street   Lighting    860 

2.  Maintenance  of  Are  Lamps 1,660               1,800 

H.  Bond  Intbibst   26,000 

I.  DxSOOUVTi 84,066 

282,000 
Balance  Net  Freflt 110,600 

$842,600 

BALANCE  SHEET. 
Assets. 

Cash    ft     99000 

Inventoiy  Manufacturing  Material 9o|oOO 

Inventory  Distribution  Material 4,000 

Sundry  Debtors  Gas 40,000 

Sundry  Debtors  Merchandise 10,000 

Plant   1,055,600 

LXABZLITIXa. 

Capital  Stock f  500,000 

Bonds  500,000 

Accounts  Payable 48,000 

Surplus 110,600 

$1458,600  $1,158,000 


The  unifonn  system  of  accounts  for  gas  companies 
adopted  by  the  American  Gas  and  Light  Association 
in  1902  provides  that  "stable  expenses"  shall  be  closed 
monthly  into  the  various  accounts  for  which  hauling 
was  done  during  the  month,  proportioned  on  basis  of 
number  of  hours  teams  were  employed.  To  arrive  at 
this,  it  is  necessary  for  each  driver  to  turn  in  a  time  card 
for  each  horse.  There  being  nothing  in  the  problem 
to  indicate  a  basis  for  such  proportionment,  the  total 
stable  expense  has  been  charged  as  a  cost  of  distribu- 
tion. 
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CHAPTER  XVI 

iRAILBOAD  ACCOUNTING 

178.  The  railroad  business. — The  administrative  and 
accounting  problems  of  a  modem  railroad  system  are 
stupendous.  The  business  of  a  railroad,  however,  is 
one  of  the  simplest  and  most  easily  understood  forms  of 
industrial  activity.  In  the  volume  on  Investment  and 
Speculation  it  was  shown  that  a  railroad  makes  its 
money  by  transporting  passengers,  freight,  express  and 
mail.  In  addition,  it  has  the  income  from  its  invest- 
ments and  from  miscellaneous  sources. 

177.  Sources  of  revenue. — The  Interstate  Commerce 
Commission  has  established  twenty-one  distinct  classifi- 
cations under  which  the  revenue  of  a  railroad  shall  be 
subdivided.    They  are  as  follows: — 

T.       BKVENUE   F&OM   T&ANSPO&TATION 

1.  Freight  Revenue. 

2.  Passenger  Revenue. 

8.  Excess  Baggage  Revenue. 

4.  Paxlor  and  Chair  Car  Revenue. 

5.  Mail  Revenue. 

6.  Express  Revenue. 

7.  Milk  Revenue  (on  Passenger  Trains). 

8.  Other  Passenger-Train  Revenue. 

9.  Switching  Revenue. 

10.  Special  Service  Train  Revenue. 

11.  Miscellaneous  Transportation  Revenue. 
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IL      BBYBNUIfi    FKOM    OFSBATIONS    OTHER    THAN     T&ANSPOBTA- 
TION 

12.  Station  and  Train  Privileges. 
IS.  Parcel-Room  Receipts. 

14.  Storage-Freight. 

15.  Storage-Baggage.  ^ 

16.  Car  Service. 

17.  Telegraph  and  Telephone  Service. 

US.  Rents  of  Buildings  and  Other  Property. 

19.  Miscellaneous. 

SO.  'Joint  Facilities  Revenue — Dr. 

ftl.  Joint  Facilities  Revenue — Cr. 

178.  Charges  for  transporting  passengers. — ^The 
major  portion  of  a  railroad's  revenue  arises  from  the 
passenger  business  and  from  the  handling  of  freight. 
A  railroad  company  has  many  standards  of  charges  for 
the  transportation  of  passengers.  There  is  a  standard 
for  transportation  in  one  direction.  There  is  a  differ- 
ent standard  when  the  passenger  buys  an  excursion 
ticket,  or  a  round  trip  ticket.  The  railroad  also  sells 
mileage  books  by  which  the  rider  is  entitled  to  trans- 
portation over  any  part  of  the  system  up  to  a  certain 
number  of  miles,  usually  one  thousand,  called  for  in  the 
book.  He  can  purchase  a  monthly  ticket  giving  him 
the  privilege  of  sixty  rides  between  two  stated  stations 
during  any  calendar  month,  or  he  can  purchase  a  hun- 
dred-trip ticket  which  gives  him  the  right  to  that  num- 
ber of  rides  within  a  given  period  of  time,  usually  one 
year.  These  are  a  few  of  the  special  rates  named  by 
the  railroad;  school  tickets,  workmen's  tickets,  clergy- 
men's tickets,  family  tickets  and  dozens  of  others  might 
be  enumerated. 

179.  Charges  for  transportation  of  freight. — ^The  di- 
versity of  charges  for  the  transportation  of  freight  is 
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even  greater  ffian  that  for  passengers.  Thousands  of 
commodities  are  grouped  into  a  few  classes  to  each  of 
which  certain  rates  apply.  This  grouping  is  done  in 
the  freight  classification.  There  are  three  of  these 
classifications  in  force  in  the  country.  The  "oflScial 
classification"  applies  to  aU  traffic  between  points  east 
of  the  Mississippi  and  north  of  the  Ohio  and  Potomac 
Rivers.  This  includes  the  Middle  West,  the  Middle 
Atlantic  and  the  New  England  States.  South  of  the 
Ohio  and  East  of  the  Mississippi,  the  "Southern  classi- 
fication" prevails,  while  the  territory  west  of  the  Mis- 
sissippi River  is  covered  by  the  "Western  classification." 
The  problem  is  made  even  more  complex  because  hun- 
dreds of  articles  have  been  taken  out  of  the  classification 
and  made  the  subject  of  special  or  "commodity"  rates. 

180.  Complicated  nature  of  accounting  system. — In 
addition  to  handling  the  problems  arising  from  the  im- 
mense volume  of  its  transactions  and  the  great  number 
of  stations  along  its  lines  the  accounting  organization 
must  adjust  itself  to  the  complex  operating  organiza- 
tion of  the  railroad  system.  Let  us  take  the  Pennsyl- 
yania  Railroad  Company,  or  that  portion  of  the  system 
East  of  Pittsburgh  and  Erie,  as  an  example.  In  1908 
this  system  carried  61,880,000  passengers  or  about 
'6,115,000  each  month.  It  carried  182,500,000  tons  of 
freight  which,  if  the  average  shipment  were  one  ton, 
would  mean  15,000,000  shipments  each  month.  The 
work  of  apportioning  the  revenue  from  freight  earnings 
requires  the  constant  service  of  two  general  auditors  and 
a  number  of  clerks. 

The  Pennsylvania  system  east  of  Pittsburgh  and 
Erie  is  composed  of  the  lines  of  107  proprietary  com- 
panies. These  lines  are  held  together  in  some  cases  by 
stock  ownership  and  in  others  through  leases.    It  is 
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necessary  for  the  accounting  department  to  apportion 
the  revenue  of  the  system  among  these  companies. 
There  are  nearly  1,500  stations  at  which  the  company 
maintains  agents.  Every  report  made  up  hy  these 
agents  records  a  shipment  in  which  the  proportion 
earned  by  each  of  these  constituent  companies  may  dif- 
fer from  that  of  every  other  shipment.  It  is  necessary, 
therefore,  that  an  apportionment  of  earnings  be  made 
for  each  shipment  handled  over  the  company's  lines. 

Finally  it  is  necessary  to  remember  that  the  Pennsyl- 
vania system  has  through  billing  arrangements  for  or- 
dinary freight  with  a  few  "foreign'*  connecting  lines, 
or  the  lines  belonging  to  other  systems.  In  the  case  of 
coal  freight  it  has  through  billing  arrangements  with  all 
connecting  lines.  This  company  also  will  sell  through 
passenger  tickets  to  almost  any  railroad  station  in  the 
United  States,  Canada  or  Mexico.  The  revenue  from 
these  sources  must  be  divided  among  the  lines  partici- 
pating in  the  service.  ^ 

The  expenditures  made  by  the  railroad  present  an- 
other set  of  diflScult  accounting  problems.  The  com- 
pany must  maintain  a  great  number  of  agents  and 
station  employes.  The  operation  of  its  trains  requires 
many  watchmen,  signal  men,  engineers,  firemen,  con- 
ductors and  brakemen*  The  upkeep  of  its  roadway  re- 
quires the  emplojnment  of  engineers,  division  foremen 
and  section  men.  iThe  operation  and  direction  of  the 
system  is  usually  lodged  in  the  general  manager  for 
the  division,  while  superintendents  operate  each  section 
of  the  road.  The  operation  of  the  road  requires  a  great 
quantity  of  supplies.  These  must  be  purchased,  stored 
and  distributed,  and  each  step  must  be  accounted  for, 
from  the  time  the  order  is  placed  until  the  material  is 
actually  used  in  the  operation  of  the  system  or  in  mak- 
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ing  repairs.  Not  only  must  these  expenses  be  properly 
classified  but  they  must  be  apportioned  among  the  117 
companies  or  lines  which  are  included  in  the  system. 

181.  Administrative  organization. — The  first  step  in 
understanding  the  accounting  system  of  a  railroad  is  to 
become  familiar  with  the  administrative  organization 
which  directs  its  management.  The  number  of  depart- 
ments varies  considerably  in  the  diflPerent  systems 
throughout  the  country,  the  tendency  being  to  increase 
their  number.  The  Pennsylvania  Railroad  Company 
has  fourteen  general  departments  which  are  as  follows : 

(I)  General  ofiice,  (2)  treasury,  (8)  accounting,  (4) 
freight,  (5)  passenger,  (6)  transportation,  (7)  pur- 
chasing, (8)  real  estate,  (9)  engineering,   (10)  legal, 

(II)  insurance,  (12)  voluntary  relief,  (18)  employes' 
saving  fund,  (14)  pension.  The  last  three  have  to  do 
with  the  company's  relations  with  its  employes. 

The  duties  of  these  various  departments  are  not  dif- 
ficult to  understand. 

The  freight  department  is  under  a  freight  traffic  man- 
ager, who  with  his  assistant  officers,  makes  rates,  and 
sends  instructions  to  the  agents.  His  assistants  con- 
sist of  a  general  freight  agent,  assistant  general  freight 
agent,  freight  claim  agent,  assistant  freight  claim  agent, 
division  freight  agents  (in  di£Perent  geographical  dis- 
tricts) ,  and  a  general  coal  freight  agent.  This  depart- 
ment is  represented  in  the  general  office  by  a  vice-presi- 
dent (formerly  the  third  and  fifth  vice-presidents) . 

The  passenger  department  has  a  similar  organiza- 
tion and  similar  duties  in  regard  to  serving  the  pas- 
senger traffic.  It  is  represented  by  the  same  vice-presi- 
dent. 

The  transportation  department  has  charge  of  the 
operation  of  trains,  maintenance   of  equipment   and 
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maintenance  of  way.  For  the  purpose  of  eflScient 
operation,  the  Pennsylvania  system  proper  has  been  di- 
vided into  five  grand  divisions  (Western  Pennsylvania, 
Eastern  Pennsylvania,  New  Jersey,  Erie,  etc.),  besides 
which  there  are  the  P.  B.  &  W.,  the  Northern  Central 
and  the  West  Jersey  and  Seashore  railroads  which  are 
nominally  distinct.  Each  is  mider  a  general  superin- 
tendent of  operation,  and  over  all  is  a  general  manager. 
Each  grand  division  is  divided  into  subdivisions  each 
under  a  divisional  superintendent.  There  are  nineteen 
of  these.  Then  come  the  local  divisions  and  branch 
lines.  Besides  the  oflBcers  named,  this  department  re- 
quires the  services  of  a  general  superintendent  of  motive 
power,  chief  engineer  of  maintenance  of  way,  superin- 
tendent of  telegraph,  resident  manager  of  the  New  Jer- 
sey division,  general  agents,  purchasing  agent  and  real 
estate  agent  with  their  subordinates  and  a  great  number 
of  employes. 

It  is  unnecessary  to  dweU  on  the  purchasing  and 
treasury  departments.  The  general  department  con- 
sists of  the  offices  of  the  president,  the  secretary  and  the 
five  vice-presidents.  The  other  thirteen  departments, 
including  the  accoimting  department,  are  divided 
among  the  vice-presidents,  each  of  whom  is  expected  to 
keep  himself  informed  concerning  his  departments. 

The  accounting  department  is  under  the  direction  of 
a  comptroller,  assistant  comptroller  and  a  number  of 
auditors.  Until  recently  there  were  seven  auditors,  each 
of  whom  had  charge  of  the  auditing  of  *a  certain  line  of 
activities.    These  were: 

1.  Auditor  of  mdse.  freight  receipts. 

2.  Auditor  of  coal  freight  receipts. 

8.  Auditor  of  passenger  freight  receipts. 
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4.  Auditor  of  miscellaneous  receipts  and  agents  accounts. 

6.  Auditor  of  disbursements. 
6-  Auditor  of  Empire  line. 

7.  Auditor  of  Union  line. 

The  last  two  are  fast  freight  Knes  with  a  special  or- 
ganization which  operates  over  the  lines  of  a  number  of 
railroad  systems. 

182.  Classification  of  tickets. — Having  before  us  the 
general  nature  of  the  accounting  problem  of  a  railroad 
and  the  needs  which  must  be  satisfied,  our  next  step  is 
to  study  the  way  in  which  these  requirements  are  met. 
This  can  best  be  accomplished  by  taking  some  one  di- 
vision of  the  railroad  as  an  illustration  and  seeing  ex- 
actly how  its  accounts  are  kept  and  the  purposes  which 
are  served  by  each  form.  We  will  begin  with  the  ac- 
counting of  the  passenger  business. 

The  chief  problem  of  accounting  of  the  passenger 
business  is  concerned  with  the  sales  of  tickets  by  ticket 
agents  and  cash  collected  by  conductors.  The  tickets  of 
a  railroad  are  very  much  like  postage  stamps:  they  have 
a  certain  value  because  they  give  the  bearer  the  right  to 
certain  transportation.  It  is  necessary,  therefore,  that 
they  be  carefully  accounted  for. 

There  are  four  general  kinds  of  tickets;  viz.:  (1) 
Local;  (2)  interdivisional;  (8)  interline  foreign  tickets ; 
(4)  interline  foreign  roads.  Local  tickets  are  those 
good  only  between  points  on  the  same  grand  division, 
namely.  Eastern  Pennsylvania  division  from  Altoona 
to  Philadelphia.  Interdivisional  tickets  are  those  good 
from  a  point  on  one  grand  division  to  a  point  on  another. 
Interline  foreign  tickets  are  those  sold  by  the  home  com- 
pany good  from  a  point  on  its  lines  to  a  point  on  the 
lines  of  some  foreign  road.    Interline  foreign  roads  in- 
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elude  tiekets  good  between  a  point  on  a  foreign  road 
and  a  point  on  the  home  system's  line,  which  have  been 
sold  by  the  former. 

From  another  standpoint  tickets  may  be  classified  as 
card,  commutation  and  mileage.  The  card  tickets  are 
sub-classified  into  first  class,  excursion,  clerical,  etc.,  ex- 
cursion tickets  being  further  classified.  Commutation 
tickets  are  classified  into  60-trip  monthly,  100-trip,  em- 
ploye's 100-trip,  and  many  others. 

Mileage  tickets  are  important  because  they  must  be 
accounted  for  in  a  manner  different  from  that  employed 
in  handling  other  forms.  As  a  general  proposition,  all 
other  passenger  ticket  revenue  is  counted  on  the  basis 
of  tickets  sold  each  month  (not  tickets  used  by  passen- 
gers). But  for  mileage  books  the  method  employed 
must  be  different,  since  some  coupons  may  not  be  used 
for  six  months  or  a  year,  may  be  used  on  any  part  of 
the  system  and  therefore  may  be  either  local  or  inter- 
divisional,  and,  with  interchangeable  mileage  books,  may 
be  used  on  foreign  roads.  As  it  cannot  be  known  in 
advance  how  the  books  will  be  used  the  receipts  from 
their  sale  are  not  counted  in  passenger  revenue  at  once, 
but  are  carried  to  a  reserve  or  suspense  accoimt.  Cou- 
pons as  collected  are  charged  against  this  suspense  ac- 
count and  credited  to  the  passenger  earnings  of  that 
grand  division  and  subdivision  or  branch  on  which  they 
are  used. 

188.  Ticket  requmtions. — ^When  a  station  agent  finds 
that  his  stock  of  any  class  of  tickets  is  running  low  he 
fills  out  a  requisition  for  the  various  kinds  and  amounts 
of  tickets  which  he  desires.  The  form  of  requisition  for 
local  tickets  illustrates  the  general  character  of  all  these 
requisitions.     It  is  shown  in  Form  49,  page  252. 

It  is  important  to  note  in  connectipn  with  the  requisi- 
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tion  for  tickets  that  agents  do  not  request  any  specified 
amount  of  tickets.  The  requisition  is  really  a  report  of 
the  number  of  tickets  on  hand.  The  passenger  traffic 
manager  reserves  for  himself  the  decision  of  the  quan- 
tity of  tickets  which  the  agent  of  each  particular  station 
should  have  in  stock.  When  the  requisition  is  received 
this  official  or  some  responsible  subordinate  indicates 
the  quantity  of  each  kind  of  ticket  which  he  thinks 
should  be  sent  in  order  to  give  the  agent  a  sufficient  sup- 
ply- 

184.  Ticket  invoices. — Tickets  which  are  sent  to  the 
agent  are  always  accompanied  by  an  invoice  showing 
exactly  what  is  being  sent  to  him  and,  by  inference,  what 
he  is  held  accountable  for.  Such  an  invoice  is  shown  in 
Form  50,  page  258. 

It  will  be  seen  that  this  invoice  contains  a  receipt  for 
the  tickets.  This  is  signed  by  the  agent  and  returned 
to  the  passenger  department,  and  constitutes  its  receipt 
for  the  shipment.  After  the  invoice  has  been  prepared 
but  before  the  tickets  are  sent  they  are  charged  to  the 
agents  by  form  and  number  in  a  ticket  ledger  kept  by 
the  auditor.  A  ticket  ledger  in  use  for  foreign  tickets  is 
given  in  Form  51,  pages  254-257. 

186.  Agent's  daily  report. — ^At  the  close  of  each  day's 
business  the  agent  makes  a  detailed  report  of  the  num- 
ber of  local  tickets  sold  to  each  destination,  classifying 
these  as  card,  excursion,  etc.,  giving  the  commencing 
and  closing  numbers  of  tickets  sold  of  each  series,  the 
nimiber  sold,  the  rate,  and  the  total  amount  of  money 
received.  A  summary  of  the  interdivisional  and  foreign 
ticket  sales  is  also  appended  to  the  ticket  report.  Form 
52,  pages  258-270. 

The  purpose  of  the  daily  report  is  to  enable  the  au- 
ditor's office  to  check  up  the  tickets  which  it  receives 
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from  the  train  conductors  at  the  close  of  their  runs.  As 
tickets  are  turned  in  by  the  conductors  they  are  as- 
sorted according  to  issuing  stations,  arranged  numer- 
ically in  each  series,  and  compared  with  the  agent's  re- 
port. At  the  end  of  the  month  from  these  reports  the 
conmiencing  and  closing  numbers  of  the  tickets  of  each, 
series  sold  or  retiuned  by  each  agent  are  entered  upon 
another  page  of  the  ticket  ledger.  Thus  every  ticket 
issued  to  an  agent  must  be  accounted  for,  and  the  tickets 
act  as  a  check  upon  the  agent's  report. 

186.  Agenfs  monthly  report. — At  the  end  of  each 
month  the  agent  furnishes  a  monthly  report  of  both 
local  and  foreign  interline  tickets,  showing  in  detail  the 
total  business  handled  by  his  station  during  the  month. 
The  form  of  the  report  for  regular  passenger  ticket 
sales  is  given  in  Form  58,  pages  272-282. 

It  will  be  seen  that  this  form  furnishes  the  conmienc- 
ing and  closing  numbers  of  tickets  from  a  particular 
station  to  the  other  stations  on  the  system.  It  also 
shows  the  nimiber  of  whole  and  half  tickets  sold,  the 
rate  of  fare  and  the  total  amount  in  dollars  and  cents 
received  from  the  sale  of  each  particular  class  of  ticket. 
This  monthly  report  is  prepared  from  a  book  called  the 
"daily  exhibit  of  passenger  business"  which  is  kept  by 
each  agent  in  his  oflSce.  The  form  of  the  monthly  re- 
port for  foreign  tickets  is  much  simpler.     Form  54. 

187.  Apportionment  of  earnings. — The  greater  por- 
tion of  the  work  of  the  auditor  of  passenger  receipts 
consists  in  the  analysis  of  these  monthly  reports,  and 
the  proper  division  of  earnings  between  the  various  com- 
panies involved.  The  sales  between  local  points  on  the 
same  line  require  no  division,  for  they  properly  belong 
to  one  company.  Inter-divisional  sales,  that  is,  sales  to 
a  point  on  another  division,  where  the  two  divisions  are 
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the  properties  pf  separate  subsidiary  companies,  require 
an  apportionment  of  earnings  between  these  corpora- 
tions. In  addition,  the  sales  of  interline  foreign  tickets 
or  tickets  from  one  point  on  the  system  to  a  point  on 
some  other  railroad's  line  must  be  divided  among  the 
companies  involved. 

The  method  of  making  the  subdivision  is  interesting. 
The  division  between  two  railroad  systems  is  made  upon 
the  basis  of  the  rates  of  fare  of  the  home  and  foreign 
lines  involved.  These  have  been  fixed  in  advance  and 
filed  with  the  Interstate  Commerce  Conmiission.  The 
auditor's  office,  therefore,  is  charged  with  the  duty  of 
seeing  that  the  division  is  made  according  to  this  lawful 
rate.  After  the  apportionment  has  been  determined, 
the  proper  entries  are  made  on  an  apportionment  sheet 
which  is  simply  a  wide  sheet  containing  columns  for 
each  road  involved;  and  the  proper  amount  to  be 
credited  to  each,  including,  of  course,  the  local  lines,  is 
entered  in  the  appropriate  column.  These  accounts  are 
carried  until  the  end  of  the  month  when  a  report  is  made 
to  each  company  involved  showing  the  amount  of  tick- 
ets which  have  been  sold  over  its  lines.  The  statement, 
in  other  words,  gives  a  summary  of  the  amount  owed  by 
the  railroad  to  its  neighbor.  This  report  is  shown  in 
Form  55,  pages  286-287. 

188.  Apportionment  of  revenue. — The  apportion- 
ment of  revenue  upon  the  home  system  varies  consider- 
ably according  to  the  peculiarities  of  each  station. 
Generally,  however,  the  apportionment  is  made  upon 
the  mileage  basis  with  "constructive  mileage"  for  ex- 
traordinary service,  such  as  is  furnished  by  expensive 
bridges  over  large  rivers,  and  charges  in  terminals  in  big 
cities.  When  the  auditor's  office  has  completed  this 
work  of  apportioning  the  receipts  for  the  sale  of  tickets 
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throughout  a  month,  and  has  totaled  the  sales  of  all 
agents  upon  the  system  during  the  period,  it  is  ready 
to  draft  the  journal  entries  to  record  the  month's  busi- 
ness in  the  general  books  of  the  company.  This  brings 
us  for  the  first  time  to  the  consideration  of  these  books, 
in  which  a  vast  amount  of  detail  business  is  recorded  in 
summary. 

A  railroad  company  in  reality  has  a  very  simple  sys- 
tem of  general  accounts.  Its  principal  books  are  the 
general  journal,  cash  book  and  general  ledger.  From 
the  agents'  monthly  reports  a  summary  of  the  total 
ticket  sales  of  all  agents  on  the  system  is  entered  in  the 
journal.  The  transaction  can  be  illustrated  by  the  fol- 
lowing journal  entry: 

Passenger  agents,  Dr 

To  Passenger  earnings 

By  this  entry  the  passenger  agents  have  been  charged 
with  the  total  amoimt  of  sales,  while  "passenger  earn- 
ings" have  been  credited.  This,  however,  presents  a 
fictitious  view  of  the  system's  earnings,  for  the  total 
amounts  of  these  sales  should  not  properly  be  credited 
as  earnings.  The  proportion  owing  to  foreign  roads 
and  to  constituent  companies  forms  the  basis  for  a  second 
journal  entry,  as  follows: 

Passenger  earnings,   Dr 

To  Foreign  roads   

Constituent  companies 

The  effect  of  this  entry  is  to  set  forth  on  the  books 
of  the  railroad  company  the  actual  amount  of  its  pas- 
senger earnings  for  the  month,  and  to  credit  the  ac- 
counts of  the  foreign  roads  and  its  own  constituent 
companies  for  their  respective  proportion  as  shown  by 
the  apportionment  sheets. 


Digitized  by 


Google 


RAILROAD  ACCOUNTING  289 

189.  Conductors*  cash  collections. — The  second  source 
of  passenger  earnings  is  the  collections  made  by  con- 
ductors upon  trains  from  passengers  who  neglected  to 
purchase  tickets  at  stations.  The  majority  of  roads 
have  adopted  the  system  of  furnishing  conductors  with 
duplex  cash  fare  slips.  These  are  prepared  in  two  por- 
tions folded  together.  The  conductor  makes  punch 
marks  on  the  forms  opposite  the  stations  between  which 
the  passenger  has  purchased  transportation.  He  adds 
to  the  regular  fare  between  these  points  a  specified  sum, 
frequently  10  cents,  which  represents  the  redeemable 
value  of  the  portion  of  the  duplex  slip  given  to  the 
passenger. 

The  passenger  can  usually  be  depended  upon  to  re- 
deem his  portion  of  the  slip  in  order  to  seciu'e  the  excess 
sum  charged  by  the  company.  These  slips  are  re- 
deemed by  any  ticket  agent  of  the  company  and  are 
turned  in  by  him  as  part  of  his  cash.  The  other  portion 
which  the  conductor  handles  is  sent  to  the  auditor;  thus 
a  check  can  be  kept  upon  the  honesty  of  the  conductor. 

The  traffic  department  has  men  constantly  on  the 
road  whose  duty  it  is  to  pay  cash  fares,  especially  from 
stations  where  no  agents  are  maintained,  and  where  no 
excess  is  charged  and  no  slip  issued  to  the  passenger,  to 
check  up  the  honesty  of  the  conductors.  The  journal 
entries  for  receipts  from  conductors  are  handled  in  the 
manner  already  described  in  the  case  of  the  passenger 
agents.  Each  conductor  at  the  end  of  his  run  furnishes 
a  report  to  the  auditor  showing  in  detail  the  tickets 
taken  up  and  the  cash  fares  collected  by  him.  (See 
Form  56,  pages  290-291.) 

190.  Tickets  turned  in  by  conductors. — ^The  rules  of 
practically  every  company  require  that  the  conductor 
shall  promptly  punch  all  tickets  as  they  are  taken  up. 
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This  is  for  the  purpose  of  preventing  collusion  between 
the  conductors  and  ticket  agents,  and  the  resale  of  the 
same  tickets.  The  conductor  turns  in  the  tickets  which 
he  has  taken  up  at  the  time  he  turns  in  his  report.  The 
auditor's  ofBice  checks  up  these  return  tickets  by  num- 
bers with  the  agent's  report  of  tickets  sold.  If  every 
ticket  were  turned  in  it  would  thus  be  possible  to  have 
an  accurate  check  upon  both  agents  and  conductors,  but 
many  tickets  are  either  lost  or  mislaid,  are  redeemed  for 
cash  at  one  of  the  company's  offices  or  never  presented 
for  transportation.  The  result  is  that  this  comparison 
can  never  be  quite  accurate. 

The  cash  from  passenger  sales  is  not  usually  kept 
separate  from  the  cash  from  all  other  sources  coming 
through  the  agent's  hands.  We  will  take  this  up  after 
we  have  studied  freight  accounting. 
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CHAPTER  XVII 

BAILROAD  ACCOUNTING  (Continued) 

191.  Distinction  between  freight  and  passenger  ac- 
counting.— The  principles  of  freight  accounting  are 
similar  to  those  of  passenger  accounting,  but  the  details 
of  the  system  are  somewhat  more  complex.  One  radi- 
cal distinction  between  the  two  systems  must  be  kept 
constantly  in  mind:  in  passenger  accounting  the  agent 
issuing  the  ticket  is  responsible  for  the  collection  of  the 
proper  sum  of  money;  in  freight  accoimting  this  re- 
sponsibility rests  on  the  agent  at  the  destination  of  the 
shipment. 

When  freight  is  oflFered  for  shipment  at  a  railroad 
station,  the  agent  gives  to  the  shipper  a  bill  of  lading, 
which  is  simply  a  receipt  for  certain  freight  and  an 
agreement  that  this  freight  will  be  delivered  in  good 
condition  at  a  specified  destination.  The  accoimting 
department  has  nothing  to  do  with  this  bill  of  lading. 

192.  The  way  bill. — The  accounting  begins  with  the 
"way  bill"  which  accompanies  a  shipment  of  freight  or 
serves  to  identify  it  and  direct  its  transmission  from  the 
place  of  shipment  to  its  destination.  The  way  bill  also 
states  the  amount  of  transportation  charges,  and  really 
furnishes  the  basis  for  the  entire  accounting  of  the 
freight  department.  The  form  of  way  bill  diflFers  con- 
siderably for  various  classes  of  shipments,  but  the 
method  of  handling  them  is  identical. 

The  way  bill  is  prepared  in  triplicate.    One  copy  is 
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sent  by  the  agent  to  the  auditor.  Another  is  retained 
by  the  agent  at  the  issuing  station  as  evidence  that  the 
shipment  has  been  received,  properly  billed  and  presum- 
ably forwarded  by  him.  The  third  is  sent  in  an  en- 
velope with  the  freight  to  the  agent  at  the  receiving 
station. 

iThe  way  bill  contains  a  list  of  the  articles  in  each  car, 
their  destination  and  the  freight  charges  against  them. 
The  advance  charges  are  those  of  connecting  railway 
lines  from  which  the  freight  may  have  been  received  at 
a  junction,  and  which  are  "advanced"  to  the  connecting 
line  by  the  agent  at  the  junction  or  re-billing  point. 
.The  total  charges  are  usually  to  be  collected  from  the 
consignee  or  receiver  of  the  freight.  A  colunm  is  pro- 
vided for  cases  where  the  consignor  or  shipper  has 
prepaid  the  charges. 

198.  jigenfs  report  of  way  bills  made. — ^At  the  close 
of  each  day  the  agent  makes  up  his  ""daily  report  of  way 
bills  made,"  which  is  a  summary  of  the  way  bills  for- 
warded from  his  station  for  that  date  (Form  57).  At 
the  same  time  he  makes  up  his  "daily  report  of  way 
bills  received,"  which  gives  the  same  information  for 
all  shipments  of  freight  which  have  come  within  his 
jurisdiction  on  that  date.  The  form  of  this  report  is 
^rery  similar  to  that  of  way  bills  made. 

Every  way  bill  is  thus  reported  twice  to  the  auditor, 
once  in  the  "way  bills  made"  report  of  the  forwarding 
agent,  and  again  in  the  "way  bills  received"  report  of 
the  agent  at  the  destination.  By  this  means  the  agents' 
accounts  are  checked  up  and  a  record  is  kept  of  the 
freight  shipped  over  the  company's  lines. 

194.  Methods  of  way  biU  accounting. — There  are 
two  methods  of  accounting  for  way  bills,  one  of  which 
is  on  the  "received"  basis.     Under  this  arrangement 
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at 
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.190 


Instructions  to  Agents. 

1.  A  report  on  this  form  must  be  forwarded  daily  to  the 
Auditor  of  Freight  Receipts,  and  must  include  all  way-bills 
made  during  the  day,  the  totals  being  entered  on  the  report 
in  the  order  of  numbers. 

2.  A  legible  impression  or  a  written  copy  (as  instructed) 
of  each  way-bill  must  be  enclosed  with  this  report  in  the 
envelope  provided  for  that  purpose,  the  way-bills  to  be 
arranged  in  the  order  in  which  they  are  entered  on  the 
report. 

3.  When  more  than  one  sheet  is  required  for  a  day's 
business,  each  sheet  should  be  footed  separately  ancl  a 
recapitulation  made  on  the  last  sheet  (except  where  a 
separate  sheet  is  used  for  the  recapitulation)  showing  grand 
totals  for  the  day. 

4.  When  there  are  two  or  more  stations  of  the  same 
name  on  the  system,  the  point  to  which  billing  is  made 
should  be  definitely  located  by  giving  the  name  of  the 
State— for  example,  Middletown,  Pa.;  Middletown,  Del.; 
Milford,  N.  J.;  Milford,  Del;  also  the  names  of  the  various 
stations  in  large  cities  should  be  given  in  full — for  example, 
Pittsburgh  Duquesne,  Pittsburgh  South  Side,  instead  of 
simply  "  Pittsburgh,"  and  Pier  1,  New  York,  Piers  4  and  6, 
New  York,  37th  Street,  New  York,  instead  of  simply  "  New 
YoA." 
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agents  enclose  their  reports  of  freight  received  with  the 
way  biUs  received  up  to  and  including  the  last  day  of 
each  calendar  month.  Shipments  which  have  been 
made  but  which  have  not  reached  their  destination  are 
accounted  for  under  this  system  in  the  business  of  the 
following  month.  The  other  method  is  on  the  "for- 
warded" basis.  Under  this  system  agents  are  required 
to  hold  open  their  freight  abstract  reports  for  a  number 
of  days  after  the  last  day  of  the  month  in  order  to  in- 
clude all  way  bills  issued  during  the  preceding  month. 
Where  this  arrangement  is  followed  each  month's  busi- 
ness is  a  separate  and  complete  unit  as  regards  earnings. 

195.  Comparison  of  way  hills. — The  ofBice  of  the 
auditor  of  freight  receipts  is  charged  with  the  duty  of 
comparing  the  reports  of  way  bills  made  with  the  re- 
ports of  way  bills  received,  and  discovering  and  correct- 
ing any  discrepancy  which  may  be  found.  As  copies 
of  way  bills  come  in,  they  are  assorted  and  turned  over 
to  clerks  whose  duty  it  is  to  verify  the  charges  made  by 
the  agent,  and  the  correctness  of  the  totals.  The  way 
bills  are  then  fQed.  At  the  same  time,  another  set  of 
clerks  will  check  off  in  the  column  on  the  extreme  right 
the  daily  report  of  way  bills  made  in  the  "record  of 
freight  transactions"  book.     (Form  58,  page  299.)     " 

When  the  reports  of  way  bills  received  come  in,  these 
clerks  will  check  off  in  the  column  on  the  extreme  right 
of  the  page  those  shipments  which  are  reported  as  hav- 
ing been  delivered.  The  book  is  intended  to  give  the 
road  a  summary  record  of  shipments  which  have  not 
been  accoimted  for,  so  that  all  freight  may  be  properly 
delivered. 

196.  Volume  of  transactions  handled. — The  extent  of 
the  work  of  freight  accoimting  can  be  seen  from  this 
one  operation.     A  single  line  is  devoted  to  each  way 
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bill,  and  there  must  be  at  least  one  page  for  each  pair 
of  stations  between  which  freight  has  been  carried. 
For  the  1,500  stations  of  the  Pennsylvania  Railroad 
Company  there  is  required  over  1,124,000  pages  for 
each  month  in  the  year.  To  this  must  be  added  pages 
for  stations  on  foreign  connecting  lines  with  which  this 
system  has  through  billing  arrangements. 

In  consequence  of  this  enormous  amoimt  of  work, 
there  are  many  volumes  of  the  record  of  freight  transac- 
tions, and  it  is  necessary  to  subdivide  the  books.  Some 
books  contain  a  record  of  nothing  but  "inter-line" 
freight  or,  in  other  words,  freight  passing  over  two  or 
three  grand  divisions  of  the  system.  Some  deal  with 
freight  interchanged  with  foreign  connecting  lines; 
some  with  that  which  is  purely  local  in  character;  and 
some  with  that  carried  upon  fast  freight  lines.  A  large 
number  of  volumes  is  required  for  each  class  of  records. 
The  Pennsylvania  Railroad,  for  example,  has  nearly 
600  books  dealing  exclusively  with  inter-line  freight. 
The  clerks  having  charge  of  these  books  are  required  to 
foot  up  each  page  at  the  end  of  the  month,  thereby 
securing  the  total  "movement  of  freight"  between  each 
two  stations  covered  by  the  record.  A  considerable 
proportion  of  the  clerical  force  in  the  auditor's  depart- 
ment is  concerned  with  the  preparation  of  freight  traf- 
fic statistics.  This,  however,  is  not  really  accoimting 
work  and  we  need  spend  no  time  upon  it. 

197.  ^Agents*  monthly  freight  report. — ^A  railroad 
company  is  not  satisfied  with  the  simple  daily  reports 
of  the  agents  showing  the  business  done  at  their  sta- 
tions. As  in  the  case  of  the  passenger  business,  they 
are  required  to  turn  in  a  monthly  report  of  freight  busi- 
ness. This  report  is  shown  in  Form  69,  pages  801- 
806. 
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DAILY  EXfflBIT  OF  BUSINESS 

Agents  are  required  to  remit  to  the  Tbeasurer  all  moneys  received  by  them 
Advances  or  Back  Chaiges  on  Freight  Forwarded. 


Date 


Balanoe  from  last  Month 
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on  acoomit  of  the  Company,  deducting  only  the  amount  paid  for  Commissions, 
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MONTHLY  REPORT 

of 

FREIGHT  AGENT 

at 


Station, 


to 

AUDITOR  OF  FREIGHT  RECEIPTS, 

for 

Month  of 190 


This  Report  must  ho  forwarded  to  the  AUDITOR  OF 
FREIGHT  RECEIPTS  promptly  after  the  close  of  business 
on  the  seventh  day  of  each  month,  and  must  represent  the 
business  of  the  preceding  month. 

It  must  be  signed  oy  the  Agent  personally,  not  by  his 
clerk  or  anv  other  person. 

For  all  corrections  made  or  received  by  Agents  to  and 
including  the  seventh  day  of  the  month,  on  way-bills  of  the 
previous  month,  corresponding  changes  must  be  made  in 
the  station  records,  and  the  corrected  daily  totals  carried  to 
the  Monthly  Reports. 


845    14x17.     127  1905. 
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The  various  columns  are  self-explanatory,  except 
thode  on  the  bottom  of  the  second  page.  The  line 
labeled  ""Errors"  is  intended  as  a  means  by  which  the 
agent  can  provide  for  corrections,  or  any  mistakes  or 
oversights  which  have  been  discovered  by  the  auditor's 
office  in  either  the  making  out  of  way  bills  and  charging 
the  proper  f  rei^t,  or  in  the  recording  of  these  bills  on 
his  daily  sheet.  Whenever  any  error  is  discovered,  the 
agent  is  promptly  notified  by  railroad  mail  service,  in 
order  that  it  can  be  checked  up  before  the  goods  are 
delivered.  The  last  few  lines,  headed  "Way  bills  re- 
ceived since  the  first  as  per  extra  reports,"  are  intended 
to  enable  the  agent  to  show  upon  his  monthly  exhibit 
the  business  which  he  has  done  during  the  month  but 
which  in  reality  belongs  to  the  preceding  month.  This 
is,  of  course,  necessary  on  the  freight  forwarded  basis, 
which  has  already  been  described.  From  this  monthly 
report  the  entries  in  the  general  books  are  made.  The 
journal  entry  necessary  to  place  upon  the  books  the 
earnings  from  freight  transportation  during  the  month 
is  as  follows: 


Freight  agents,  Dr 

To  Freight  earnings 


In  the  same  manner  as  in  the  passenger  department 
apportionment  of  inter-line  or  foreign  freight  is  made. 
The  entries  in  the  case  of  freight  being: 

Freight  earnings,  Dr 

To  Foreign  roads,  freight  accounts. ... 

The   accounts    of   various    constituent 

companies    . ., • 

198.  Cash  receipts  of  agents  and  conductors. — ^The 
agent  is  required  to  make  two   daily   cash   reports. 
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DAILY  CASH  EXHIBIT 


Date.. 


190 
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The  first  (Form  60)  goes  to  the  auditor's  department. 
This  contains  the  same  information  as  furnished  to  the 
treasurer  to  whom  the  money  actually  goes.  (Form 
61.) 

In  most  cases  agents  are  required  to  ranit  the 
amounts  of  their  reports  each  day  to  the  treasurer. 
This  is  done  by  train  in  the  case  of  way  stations  located 
where  no  banking  facilities  are  available..  Otherwise 
the  agent  deposits  the  money  in  a  local  bank,  the  pro- 
cedure being  as  follows:  He  makes  out  a  deposit  slip 
in  the  usual  manner  and  also  a  duplicate  slip  which 
states  that  he  has  on  that  day  deposited  a  certain  sum 
of  money  with  the  specified  bank.  Both  slips  are  sent 
with  the  deposit  to  the  bank.  The  bank  stamps  its 
receipt  upon  the  duplicate  slip  and  sends  it  to  the  treas- 
urer. This  official,  after  entering  the  amount  in  his 
cash  book,  sends  it  to  the  comptroller  who  enters  it  in 
his  cash  account.  The  comptroller's  account  acts  as  a 
check  upon  the  treasurer's  account.  The  comptroller 
then  sends  the  bank  slip  to  the  auditor,  whose  duty  it  is 
to  compare  the  slip  with  the  agent's  daily  cash  exhibit, 
and  finally  to  enter  the  amount  to  the  credit  of  the 
agent's  account. 

The  cash  turned  in  by  train  conductors  is  handled  in 
a  manner  similar  to  the  foregoing. 

199.  Agents'  accounts. — The  duty  of  keeping  the 
accounts  of  the  various  agents  devolves  upon  the 
auditor.  The  agent  is  charged  each  month  with  the 
total  amount  of  way  bills  received  and  with  the  total 
of  tickets  sold.  He  is  credited  with  all  sums  remitted 
by  him.  The  balance  represents  the  amount  which  he 
should  have  on  hand  or  which  would  be  outstanding 
in  the  case  of  those  few  shippers  to  whom  credit  has 
been  given. 
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AGENT'S  REPORT 

TO 

TREASURER. 


Station, 

Division, 

,  190 

Remitted  on  Account  of 
AGENTS  AND  CONDUCTORS. 

$ 

For  Month  of 

Agent. 

Note. — Agents  will  be  particular  to  state  the  month  in 
which  they  will  claim  credit  for  Remittances  on  Monthly 
Reports  to  Auditors. 

248    7x8H.     2  13  1906. 

Fo^M  61 — Agent's  Report  to  Treasurer 
309 

Digitized  by 


Google 


Vouohen,  checks  and  drafts  payable 
to  Older  of  the  Company  or  the 
Treasurer    -----$, 

Gbdk $ 

Total    ....$, 


Form  61 — Continued 
310 


Digitized  by 


Google 


CHAPTER   XVIII 

RAILROAD  ACCOUNTING  ^Concluded) 

200.  'Accounting  for  disbursements. — The  principles 
of  accounting  employed  for  freight  and  passenger 
revenue  described  in  the  preceding  chapters  apply  also 
to  the  various  other  classes  of  revenue  of  a  railroad. 
For  this  reason  we  shall  not  study  these  in  detail,  but 
pass  on  to  the  accounting  for  disbursements.  Here  we 
are  dealing  either  with  capital  expenditures  or  disburse- 
ments made  for  operation. 

Each  road  used  to  have  its  own  method  of  dividing 
these  disbiu*sements  and  of  apportioning  the  various 
amounts  between  capital  and  expenditure.  This  situa- 
tion, however,  has  been  entirely  changed  through  the 
recent  orders  of  the  Interstate  Commerce  Conmoission 
in  compliance  with  the  Hepburn  rate  law  of  1909  which 
gave  to  the  Commission  the  power  to  prescribe  uniform 
systems  of  accounting.  The  Commission  has  clearly 
defined  the  various  items  which  should  be  included  under 
expenses  of  operation  and  capital  expenditures. 

201.  General  accounts  for  operating  expenses. — The 
operating  expenses  constitute  the  major  portions  of  the 
road's  disbursements,  and  the  Commission  has  estab- 
lished five  general  accounts  under  which  they  should 
be  grouped,  as  follows: 

I.  Maintenance  of  Way  and  Structures. 
IT.  Maintenance  of  Equipment. 

III.  Traffic  Expenses. 

IV.  Transportation  Exi>enses. 

V.  General  Expenses. 

311 
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The  purpose  of  this  classification  is  not  so  much  to 
insure  that  each  expense  shall  be  put  in  its  proper 
account  as  it  is  to  avoid  the  evils  of  over-capitalization 
by  charging  to  the  capital  account  expenses  which  do 
not  properly  belong  under  that  heading. 

202,  SubcUvmon  of  general  accounts. — The  Commis- 
sion has  subdivided  the  main  general  accounts  into  a 
number  of  "primary  accounts."  The  prescribed  group- 
ing is  as  follows: 

I,       MAINTKNANCE  OF  WAY  AND  STRTTCTUIIES 

1.  Superintendence. 

2.  Ballast. 
8.  Ties. 

4.  Rails. 

6.  Other  Track  Material. 

6.  Roadway  and  Track. 

7.  Removal  of  Snow,  Sand,  and  Ice. 

8.  Tunnels. 

9.  Bridges,  Trestles,  and  Culverts. 

10.  Over  and  Under  Grade  Crossings. 

11.  Grade  Crossings,  Fences,  Cattle  Guards,  Signs. 

15.  Snow  and  Sand  Fences  and  Snowsheds. 
18.  Signals  and  Interiocking  Plants. 

14.  Telegraph  and  Telephone  Lines. 

16.  Electric  Power  Transmission. 

16.  Buildings,  Fixtures,  and  Grounds. 

17.  Docks  and  Wharves. 

18.  Roadway  Tools  and  Supplies. 

19.  Injuries  to  Persons. 

20.  Stationery  and  Printing. 

21.  Other  Expenses. 

22.  Maintaining  Joint  Tracks,  Yards,  and  Other  Fa- 

cilities— ^Dr. 
28.  Maintaining  Joint  Tracks,  Yards,  and  Other  fa- 
cilities— Cr. 
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II.    MAINTKNANCB    OP    EQUIPMENT 

24.  Superintendence. 

26.  Steam  Locomotives — ^Repairs. 

26.  Steam  Locomotives — ^Renewals. 

27.  Steam  Locomotives — ^Depreciation. 

28.  Electric  Locomotives — ^Repairs. 

29.  Electric  Locomotives — Renewals. 

80.  Electric  Locomotives — ^Depreciation. 

81.  Passenger-train  Cars — ^Repairs. 

82.  Passenger-train  Cars — ^Renewals. 
88.  Passenger^train  Cars — ^Depreciation. 
84».  Freight-train  Cars — Repairs. 

86.  Freight-train  Cars — ^Renewals. 

86.  Freight-train  Cars — ^Depreciation. 

87.  Electric  Equipment  of  Cars — ^Repairs. 

88.  Electric  Equipment  of  Cars — Renewals. 

89.  Electric  Equipment  of  Cars — ^Depreciation. 

40.  Floating  Equipment — ^Repairs. 

41.  Floating  Equipment — ^Renewals. 

42.  Floating  Equipment — ^Depreciation. 
48.  Work  Equipment — ^Repairs. 

44.  Work  Equipment — ^Renewals. 
46.  Work  Equipment — Depreciation. 

46.  Shop  Machinery  and  Took. 

47.  Power  Plant  Equipment. 

48.  Injuries  to  Persons. 

49.  Stationery  and  Printing. 

60.  Other  Expenses. 

61.  Maintaining  Joint  Equipment  at  Terminals — ^Dr. 

62.  Maintaining  Joint  Equipment  at  Terminals — Cr. 

in.       TEAPPIC  EXPENSES 

68.  Superintendence. 
64.  Outside  Agencies. 
66.  Advertising. 

66.  Traffic  Associations. 

67.  Fast  Freight  Lines. 
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58.  Industrial  and  Immigration  Bureaus. 

59.  Stationery  and  Printing. 

60.  Other  Expenses. 

IV.       TRANSPORTATION    EXPENSES 

61.  Superintendence. 

62.  Dispatching  Trains. 
68.  Station  Employes. 

64.  Weighing  and  Car-Service  Associations. 

65.  Coal  and  Ore  Docks. 

66.  Station  Supplies  and  Expenses. 

67.  Yardmasters  and  their  Clerks. 

68.  Yard  Conductors  and  Brakemen. 

69.  Yard  Switch  and  Signal  Tenders. 

70.  Yard  Supplies  and  Elxpenses. 

71.  Yard  Engineers. 

7*.  Enginehouse  Expenses — ^Yard. 
78.  Fuel  for  Yard  Locomotives. 

74.  Water  for  Yard  Locomotives. 

75.  Lubricants  for  Yard  Locomotives. 

76.  Other  Supplies  for  Yard  Locomotives. 

77.  Operating  Joint  Yards  and  Terminals — Dr. 

78.  Operating  Joint  Yards  and  Terminals — Cr. 

79.  Motormen. 

80.  Road  Enginemen. 

81.  Enginehouse  Expenses — Road. 
82'.  Fuel  for  Road  Locomotives. 
88.  Water  for  Road  Locomotives. 

84.  Lubricants  for  Road  Locomotives. 

85.  Other  Supplies  for  Road  Locomotives. 

86.  Operating  Power  Plants. 

87.  Purchased  Power. 

88.  Road  Trainmen. 

89.  Train  Supplies  and  Expenses. 

90.  Interlockers  and  Block  and  Other  Signals — Opera- 

tion. 

91.  Crossing  Flagmen  and  Gatemen. 
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92.  Drawbridge  Operation. 

98.  Clearing  Wrecks. 

94.  Telegraph  and  Telephone — Operation. 
96.  Operating  Floating  Equipment. 

96.  Express  Service. 

97.  Stationery  and  Printing. 
9&  Other  Expenses. 

99.  Loss  and  Damage — Freight. 

100.  Loss  and  Damage. 

101.  Damage  to  Property. 

108.  Damage  to  Stock  on  Right  of  Way. 

108.  Injuries  to  Persons. 

104.  Operating  Joint  Tracks  and  Facilities — ^Dr. 

106.  Operating  Joint  Tracks  and  Facilities — Cr. 

V.       GENEEAIi   EXPENSES 

106.  Salaries  and  Expenses  of  General  Officers. 

107.  Salaries  and  Expenses  of  Clerks  and  Attendants. 

108.  General  Office  Supplies  and  Expenses. 

109.  Law  Expenses. 

110.  Insurance. 

111.  Relief  Department  Expenses. 

112.  Pensions. 

lis.  Stationery  and  Printing. 

114.  Other  Expenses. 

116.  General  Administration  Joint  Tracks,  Yards  and 

Terminals — Dr. 
116.  General  Administration  Joint  Tracks,  Yards,  and 

Terminals — Cr. 

208.  Classification  of  the  capital  account. — The  Com- 
mission has  established  three  general  capital  accounts. 
They  are  as  follows: 

I.  Road. 

II.  Equipment. 

III.  Greneral  Expenditures. 


Digitized  by 


Google 


316  ACCOUNTING  SYSTEMS 

Each  of  these  general  accounts  is  composed  of  a  num- 
ber of  primary  accounts,  as  follows: 

I.      KOAD — 

1.  Engineering. 

2.  Right  of  Way  and  Station  Grounds. 

5.  Real  Estate. 
4.  Grading. 

6.  Tunnels. 

6.  Bridges,  Trestles,  and  Culverts. 

7.  Ties. 

8.  Rails. 

9.  Frogs  and  Switches. 

10.  Tracks. 

11.  Ballast. 

12.  Track  Laying  and  Surfacing. 
18.  Roadway  Tools. 

14.  Fencing  Right  of  Way. 

16.  Crossings  and  Signs. 

16.  Interlocking  and  Other  Signal  Apparatus. 

17.  Telegraph  and  Telephone  Lines. 

18.  Station  Buildings  and  Fixtures. 

19.  Greneral  Office  Buildings  and  Fixtures. 
9,0.  Shops,  Enginehouses,  and  Turntables. 
SI.  Shop  Machinery  and  Tools. 

«8.  Water  Stations. 

23.  Fuel  Stations. 

24.  Grain  Elevators. 

26.  Storage  Warehouses. 

26-  Dock  and  Wharf  Property. 

27.  Electric-Light  Plants. 

28.  Electric-Power  Plants. 

29.  Electric-Power  Transmission. 

80.  Gas-Producing  Plants. 

81.  Miscellaneous  Structures. 

82.  Transportation  of  Men  and  Material. 

83.  Rent  of  Equipment, 
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S4.  Repairs  of  Equipment. 

SB.  Earnings   and   Operating  Expenses   during   Con- 
struction. 

86.  Cost  of  Road  Purchased 

II.    saniPMEKT — 

87.  Steam  Locomotives. 

88.  Electric  Locomotives. 

39.  Passenger-Train  Cars. 

40.  Freight-Train  Cars. 

41.  Work  Equipment. 
4Ji.  Floating  Equipment. 

III.       G£NERAI«  EXPENDITUBES 

48.  Law  Expenses. 

44.  Stationery  and  Printing. 

46.  Insurance. 

46.  Taxes. 

47.  Interest  and  Commissions. 

48.  Other  Expenditures. 

204.  Unu9ual  costs. — That  there  can  be  no  doubt  as 
to  the  charges  to  capital  accounts,  the  Commission  has 
covered  all  unusual  costs  with  the  following  rule: 

"Where  the  consideration  to  the  transaction  shown 
in  any  entry  is  anything  other  than  money,  the  actual 
consideration  must  be  shown  in  the  entry,  and  the  actual 
cash  value  thereof  shown  in  the  values  colunms." 

206.  Voucher  payments. — ^A  system  of  recording 
expenditures  which  has  made  great  headway  in  modem 
business  is  that  known  as  the  "voucher  system."  The 
use  of  vouchers  and  vouched  pay  rolls  in  making  dis- 
bursements has  become  universal  with  railroad  com- 
panies. Vouchers  are  drawn  up  to  represent  all  supply 
bills,  all  balances  due  to  foreign  roads,  etc.;  vouched 
pay  rolls  are  the  basis  for  the  payment  of  all  salaries 
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and  wages.     We  shall  deal  first  with  the  method  of 
youehing  supply  bills. 

We  have  already  seen  that  one  of  the  administrative 
departments  of  a  railroad  company  is  that  of  the  pm*- 
chasing  agent.  All  purchases  are  made  on  order  from 
this  department.  The  goods  purchased  are  delivered 
at  some  designated  point  along  the  lines  of  the  com- 
pany, but  all  invoices  for  these  goods  are  sent  directly 
to  the  purchasing  agent. 

With  one  operation  of  the  typewriter,  there  is  made 
out  (1)  a  voucher,  (2)  a  certified  copy  of  the  bill,  (8) 
a  duplicate,  and  (4)  a  triplicate.  (Form  62,  pages 
819-821.) 

206.  Method  of  making  voucher  payments. — The 
"voucher"  and  the  "certified  copy"  are  retained  tempo- 
rarily by  the  purchasing  agent,  the  duplicate  and  tripli- 
cate are  sent  to  the  general  superintendent  of  the  grand 
division  for  which  the  goods  were  purchased.  He  for- 
wards the  duplicate  to  the  consignee  of  the  goods  and 
the  latter  compares  it  with  the  actual  goods  received, 
O.  K.'s  it  and  returns  it  to  the  general  superintendent 
who  forwards  it  to  the  purchasing  agent.  The  general 
superintendent  retains  the  triplicate  in  his  own  files. 

The  purchasing  agent  then  sends  the  "certified  copy" 
with  the  "voucher"  to  the  auditor  of  disbiu*sements,  who 
checks  additions,  extensions  and  by  whom  approved. 
If  correct  he  appends  his  own  signature.  It  is  then 
entered  in  a  voucher  register  which  is  ruled  to  show  ^-^ 

Number  Distribution  to 

Name  of  Payee  Maintenance  of  Way 

Total  amount  Maintenance  of  Ekjuipment 

Transportation    Expenses, 
etc. 
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The  "voucher"  is  then  sent  to  the  comptroller  to  be 
approved  for  payment,  whence  it  is  returned  to  the 
auditor  of  disbursements,  who  forwards  it  to  the  office 
where  the  bill  originated,  to  be  delivered  to  the  con- 
signor of  the  goods.  The  comptroller  lists  such  vouch- 
ers on  an  adding  machine  and  credits  "audited  vouchers" 
accoimt  in  the  general  ledger  for  their  total  each  day. 
The  reverse  side  of  the  "voucher"  constitutes  a  check  or 
order  drawn  by  the  treasurer  in  favor  of  the  consignor 
for  the  amount  of  the  bill.  The  payee  endorses  this 
check  and  deposits  it  in  his  own  bank,  whence  it  ccHnes 
eventually  to  the  company's  bank.  When  the  check 
has  been  returned  in  the  usual  way  to  the  office  of 
the  treasurer,  it  is  turned  over  to  the  office  of  the  auditor 
of  disbursements.  This  office  enters  the  date  of  receipt 
in  the  "voucher  register,"  and  the  voucher  itself  with 
the  payee's  endorsement  constitutes  the  payee's  receipt 
for  the  money. 

This  is  the  course  of  procedure  for  an  ordinary  pur- 
chase. In  the  case  of  materials  and  supplies,  where  a 
number  of  purchases  are  made  from  the  same  house  in 
a  month,  the  procedure  is  varied  to  a  certain  extent. 
Instead  of  vouching  and  approving  each  bill  separately 
one  voucher  is  drawn  to  cover  all  the  bills  from  the  same 
house  for  the  month. 

At  the  end  of  the  month,  the  voucher  account  in  the 
general  ledger  (kept  by  the  comptroller)  is  verified  by 
abstracting,  on  an  adding  machine,  the  amoimts  of  all 
vouchers  in  the  voucher  register  which  are  not  marked 
"paid." 

207.  General  superintendents  roadway  and  bridge 
material  report.* — Many  supplies  are  not  purchased  for 
immediate  use,  but  to  keep  up  the  stock  of  materials  at 
various  points  along  the  company's  lines.    As  these 


Digitized  by 


Google 


RAILROAD  ACCOUNTING  8«8 

materials  are  needed  they  are  requisitioned  out  of  the 
storehouses. 

At  the  end  of  each  month,  the  general  superintendent 
of  the  grand  division  makes  out  and  sends  to  the  auditor 
of  disbursements  a  "roadway  and  bridge  material 
report."  The  object  of  this  report  is  to  account  for 
the  expenditure,  not  of  money,  but  of  materials  from 
stock.  In  this  report  the  uses  of  materials  are  classified 
according  to  the  five  general  divisions  of  operating 
expenses.  They  are  also  distributed  among  such  "open 
accounts"  as  may  be  affected  in  those  cases  where  the 
expenditures  are  not  for  maintenance,  or  cannot  as  yet 
be  definitely  located,  such  as: — (1)  construction  ma- 
terials; (2)  materials  for  Altoona  machine  shops,  etc. 

This  roadway  and  bridge  materials  reports  shows  these 
classifications  of  material  expenditures  not  only  for  the 
grand  division  as  a  whole,  but,  by  columnarizing  the 
report,  for  each  subdivision  and  branch  of  the  grand 
division  as  well. 

208.  Railroad  pay  rolls. — The  basis  upon  which  em- 
ployes are  paid  is  the  monthly  pay  rolls.  OflScers  who 
have  direct  charge  of  all  employment,  subject,  however, 
to  the  approval  of  oflScers  higher  up,  draw  up  the  pay 
rolls  for  the  employes  under  them,  setting  forth  the 
time,  rate  and  amount  of  pay  for  each. 

These  pay  rolls  are  drawn  up  in  five  classes,  corre- 
sponding to  the  five  general  classes  of  operating 
expenses.  Thus  we  have  a  "maintenance  of  way  and 
structures  pay  roll,"  "maintenance  of  equipment  pay 
roll,"  etc.,  from  each  grand  division  and  subdivision 
and  branch. 

These  pay  rolls  are  signed,  certifying  as  to  their  cor- 
rectness, by  the  employing  oflScer,  approved  by  the 
superintendent  of  the  subdivision  or  branch  and  also 
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by  the  general  superintendent  of  the  grand  division. 
The  auditor  of  disbursements  checks  the  extensions,  sig- 
natures of  approval,  perhaps  compares  a  few  items  with 
the  corresponding  items  of  the  pay  roll  of  the  preceding 
month  to  see  that  the  rates  of  pay  correspond.  He 
then  signs  the  pay  roll  and  sends  it  to  the  comptroller, 
who  approves  it  for  payment  and  retmms  it  to  the 
auditor  of  disbursements. 

Where  possible  all  payments  are  made  by  checks, 
which  are  made  out  from  the  audited  pay  roll.  The  pay 
roll,  or  a  copy  thereof,  together  with  a  book  of  checks 
is  sent  to  the  employing  officer  who  distributes  the 
checks,  obtains  the  signatures  or  marks  of  the  employes 
on  the  pay  roll,  or  duplicate,  and  returns  it  to  the 
auditor's  office. 

(The  checks  as  drawn  and  sent  out  are  credited  to  a 
temporary  account  called  "pay  roll  checks  account"  by 
the  treasurer.  This  account  is  later  debited  and  cleared 
as  the  endorsed  and  canceled  checks  come  back  through 
the  bank.  The  canceled  checks  are  then  turned  over  to 
the  auditor  of  disbursements,  who  classifies  them  by  pay 
rolls,  compares  them  with  the  stubs  of  the  check  book, 
and  cancels  the  numbers  on  the  stubs.  At  the  close 
of  the  month  the  unchecked  stubs,  representing  out- 
standing checks,  are  proved  by  the  balance  of  the  "pay 
roUs  checks"  account. 

The  pay  rolls  themselves  contain  no  classification  of 
expenses  except  as  indicated  in  the  five  general  classi- 
fications already  referred  to.  Even  here,  however,  the 
classification  may  be  wrong,  for  certain  items  contained 
in  the  "maintenance  of  way  pay  roll"  may  later  be 
charged  to  betterments  and  additions.  For  the  pur- 
pose of  obtaining  a  detailed  and  final  classification  of 
such  expenses  for  labor,  there  is  a  system  of  pay;  roll 
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reports,  which  follow  a  few  days  after  the  pay  rolls 
themselves. 

209.  Pay  roll  reports. — The  purpose  of  the  pay  roll 
reports  is  to  analyze  the  expenses  represented  in  the 
pay  rolls,  according  to  the  five  general  classes  of  operat- 
ing expenses.  In  addition  there  is  an  extensive  sub- 
classification  representing  the  primary  accounts,  such  as 
"superintendence,'*  "tie-renewals,"  "rail-renewals"  and 
the  like,  under  each  general  class.  Wages  are,  so 
far  as  possible,  classified  as  "passenger  expenses"  and 
"freight  expenses."  This  can  be  done  only  with  those 
employes  who  are  engaged  exclusively  in  connection 
with  one  or  the  other  of  the  two  classes  of  traffic.  Those 
not  directly  connected  with  one  or  the  other  are  later 
divided,  in  the  auditor's  office,  on  a  more  or  less  arbi- 
trary or  semi-scientific  basis. 

^  This  analysis  is  carried  out  by  the  local  or  divisional 
superintendents,  who  are  in  a  better  position  to  know 
what  each  man  has  been  doing  rather  than  the  auditor. 
It  should  be  remembered  that  the  pay  roll  expenses,  as 
well  as  the  "roadway  and  bridge  material"  expenses, 
are  already  classified  by  grand  divisions  and  sub-divi- 
sions of  the  system,  hence  the  auditor's  task  is  not  one 
of  classification  and  division  as  is  the  case  with  the 
revenue  auditors,  but  of  compilation. 

210.  Statistical  ledgers. — The  pay  roll  reports  are 
compiled  in  statistical  ledgers,  of  which  there  is  one  for 
each  grand  division.  The  "roadway  and  bridge  mate- 
rials" reports  are  treated  in  a  similar  manner.  In  the 
case  of  ordinary  purchase  bills,  the  analysis  contained 
on  the  face  of  the  "voucher"  is  also  compiled  in  these 
ledgers. 

Each  double  page  of  one  of  these  statistical  ledgers 
represents  a  single  primary  account,  such  as  "mainte- 
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nance  of  way  and  structures-superintendence/'  EacB 
page  is  divided  into  columns,  one  for  each  subdivision 
and  branch  of  the  grand  division.  There  is  also  a  total 
column,  which  applies  to  the  grand  division  as  a  whole. 
By  condensation  and  recapitulation  a  total  is  taken 
from  each  page.  The  first  effect  of  this  is  to  show  a 
smnmary  of  the  classified  operating  expenses  for  each 
grand  division,  subdivision  and  branch.  Eventually 
there  is  drawn  off  a  report  to  the  comptroller  showing 
merely  the  totals  of  each  of  the  five  general  classes  of 
operating  expenses  for  each  division  and  branch.  This 
report  is  copied  into  the  statistical  books  in  the  comp- 
troller's oflSce.    '(See  Form  68,  pages  829-880.) 

211.  "Auditor^s  journal  entry  report. — ^The  final  act 
of  the  auditor  of  disbursements  is  to  prepare,  for  each 
grand  division  separately,  a  journal  entry  report  cover- 
ing all  debits  and  credits  to  accounts  in  the  grand  divi- 
sion's general  ledger,  which  are  affected  by  the  expendi- 
tures which  have  been  audited  for  the  previous  month. 

212.  Illustration. — ^Let  us  assume  that  the  following 
trial  balance  represents  th^  condition  of  a  four-track 
railroad  as  of  July  1,  1909: 

TRIAL  BALANCE  FOUR  TRACK  RAILROAD 
July  1,  1909 

Capital  8tock»  oommon I    $1»153,000.00 

Capital  stock,  preferred 149,900.00 

Capital  stock,  preferred  scrip 5,450.00 

First  mortgage  bonds 1,339,000.00 

Cost  of  road  and  equipment 9,659,959.39 

Cash   9,459.56 

Bills  payable 90391.S6 

Accounts  payable 6,331.78 

Agents  and  conductors 1,708.80 

Individuals  and  companies 67,187.94 

Foreign  companies'  mileage 87.19 

Foreign  companies'  tickets 196.36 

U.  S.  P.  O.  department 771.34 

Blank  express  company 916.36 

Agents'  drafts  on  treasurer 145.94 

Prepaid  advances  for  other  lines .39 
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Back  charges  9 

Overcharges  on  freight 

Car  mileage  balance 

Southern  railway  company 

Earnings,  passengers  

Earnings,  freight   

Earnings,  mail 

Earnings,  express  

Operating  expenses 

Interline  freight  account  accrued 

Interline  ticket  account  accrued 

Taxes    

Interest  on  bonds 

Interest  on  discount 

Insurance  paid  in  advance 

Taxes  paia  in  advance 

Coupons  due  and  unpaid 


18.36 
19.84 


30,771.10 
.64 

"  i,V8i66 

lll/)00.00 

194.78 

1S3.98 

30,013.78 


734.90 

8,135.84 

11,386.78 

1,546.96 

3,494.59 


359.76 


68,009.00 


Total $9,830,681.96  $9,890,681.96 

We  find  upon  examination  of  this  trial  balance  that 
the  only  item  about  which  we  might  have  any  doubt 
is  that  of  "Overcharge  on  freight,  $19.84."  One  inter- 
pretation of  this  is  that  it  represents  excess  charges  to 
shippers  and  consignees  for  which  claims  have  been  made 
and  allowed  resulting  in  an  entry  of  the  character — 

Overcharge  on  Freight .- $19.84 

To  individuals  and  companies. ., ,  $19.84 

Another  interpretation  is  that  it  represents  claims  for 
overcharges,  as  before,  which  had  been  allowed,  the 
entry  being — 

Freight  Revenue   ,. ... ... ...  .$19.84 

To  individuals  and  companies.  . .  .i .,  $19.84 

According  to  our  interpretation  this  would  be  an  item 
in  the  income  account. 


nrOOMB  ACCOUNT. 


Over  charges  on  freight. 

Operating  Exp 

Net  Earninga,  down   .... 


Taxes    

Int.  on  Bonds 
Int.  A  Disct. 


19.84 

20,771.10 

8.778.16 

24,664.10 

1.184.00 

111,000.00 

194.78 

112.878.78 


Passenger  Earnings 
Freight  Earnings    . . 
Express  Earnings   . . 
Mail   Earnings    


Net  Earnings 

Net  Deficit  to  P.  A  L. 


8.185.84 

11.886.78 

8.494.52 

1,546.96 

24,564.10 

8.778.16 
108,605.62 

112,878.78 
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PROFIT  AND  LOSS  (DEPIOIBNOY  AOOOUNT). 


BalauM    $ 

Balanco  from  Incom«  aoct. 


Bal.  broofht  down 


20,018.78 
108,605.62 

128,619.40 

128,619.40 


BAIiAlfCE  8HBET. 


Bal«ne«  fonrard    $    128,619..40 


128,619.40 


ASSETS. 


CAPITAL  ASSETS. 

Cost  of  fO»d  and  equip- 

ment     $2,659,262.82 

CUBKEMT  ASSETS. 

OaBh    2,462.56 

Acents  and  conductors  . .  1,708.80 

U.  S.  P.  0.  Dep't 771.84 

Blank  Express  Oo 916.86 

Back  Oharges    18.86 

Interline  Ticket  acct.  ac- 
crued      •*'• 

DETXIEXD   ASSETS. 

Insurance  paid  In  advance  ^^^'S? 

Taxes  paid  in  advance  . .  2,258.50 

PEOPIT  AND  LOSS   . . .  128,619.40 


$2,796,117.16 


LIABIUTIES. 

CAPITAL   LIABILITIES. 

Gap.  stock  A  Common  . .  $1,168,000.00 

Gapital  Stock  pref 'd    . . .  142,200.00 

Preferred   Scrip    6,460.00 

1st  Mtg.   Bonds    1,882,000.00 


Bills  Payable 

Accts.  Payable    

IndlTiduals  A  Co.* a   .... 
Foreign  0o.*8  Mileage  . . 
Foreign  Oo.'s  Tickets  . . . 
Agentit  Drafts  on  Treas.  . 
Prepaid      adrances      for 
other  lines 

20.821.86 

6,881.78 

67,187.24 

87.12 

196.86 

145.94 

.82 

Oar  Mileage  Balance  .... 
Interline  Ticket  acct.  ac- 
crued     

Coupons  Due,  unpaid  . . . 

99.88 

859.76 
68,002.00 

DBFEEREO   LIABIUTIES. 

Southwestera  By.  Co.  . . . 


784.90 


$2,796,117.16 
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Subdivision 


Phila.  Division 
Middle  Division 
Total  Main  Line 
Schuylkill  Division 
P.  m — Newark 
Etc. 


Maint.  of  Way 


Pass. 


Fit. 


Maint.  of  Equip. 


Frt. 
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Traffic  Expense 


PaflB.  Fit 


Trans.  Expense 


Pass.        Frt 


General  Expense 


Pass.  Frt 


Totals 
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CHAPTER  XIX 

STREET  RAILWAY  ACCOUNTING 

218.  The  "zone'^  system. — The  ordinary  street  raU- 
way  handles  but  one  class  of  business — ^transportation 
of  passengers — ^which  is  entirely  a  cash  business.  The 
rates  of  fare  being  uniform,  it  is  not  obliged  to  main- 
tain a  large  number  of  offices  or  to  provide  an  elaborate 
system  of  selling  tickets  or  auditing  accounts.  Instead, 
the  fare  is  paid  direct  to  the  conductor,  thus  greatly 
simplifying  the  accounting  problems  presented. 

Most  roads  operate  under  what  is  known  as  the  "zone" 
system,  by  which  a  certain  standcu'd  rate  is  charged  for 
the  transportation  of  a  passenger  between  any  two 
points  within  the  zone  limits.  We  will  confine  our 
attention  in  this  chapter  to  the  lines  which  operate  under 
this  system. 

214.  Cash  registers. — ^At  the  present  time  it  is  almost 
universal  to  have  the  cars  equipped  with  some  form  of 
fare  register.  Every  time  a  conductor  collects  a  fare, 
he  is  supposed  to  ring  it  up  upon  these  registers.  The 
mechanism  is  so  adjusted  that  when  a  fare  is  rung  up 
a  bell  is  struck  which  can  be  plainly  heard  throughout 
the  car. 

As  these  registers  are  placed  in  the  end  of  the  car, 
in  the  sight  of  the  passengers,  the  company  really  relied 
upon  its  patrons  to  furnish  volimtary  detective  service 
over  their  employes.  It  has  been  found,  however,  that 
the  public  are  poor  detectives;  and  as  a  consequence  the 
companies  are  forced  to  provide  a  bureau  of  "spotters," 

881 


Digitized  by 


Google 


83«  ACCOUNTING  SYSTEMS 

whose  duty  it  is  to  detect  the  failure  of  conductors  to 
ring  up  all  the  fares  which  they  collect.  These  men  are 
constantly  riding  on  the  cars.  In  many  cases  a  special 
type  of  register  is  used.  This  is  necessary  where  sev- 
eral kinds  of  transportation  are  in  use.  Registers  are 
now  prepared  which  will  record  at  least  ten  different 
kinds  of  fares. 

There  are  many  faults  in  this  system  of  fare  collec- 
tion. One  is  the  loss  of  fares  in  the  hours  of  crowded 
traffic  morning  and  evening.  At  such  times  it  is  almost 
impossible  for  a  conductor  to  tell  whether  he  has  col- 
lected a  fare  from  any  particular  person,  and  as  a  con- 
sequence many  people  do  not  pay  their  fare. 
,  215.  "Pay-as-you-enter^'  and  ^'pay-within^^  cars. — ^In 
order  to  prevent  this,  and  also  to  decrease  the  losses 
through  accidents,  several  devices  are  being  extensively 
introduced  at  the  present  time.  One  is  the  "pay-as- 
you-enter"  car.  Under  this  arrangement,  a  large  plat- 
form is  provided  upon  the  rear  of  the  car,  so  arranged 
that  persons  entering  do  so  by  a  separate  passage  from 
that  used  by  those  who  are  alighting.  The  conductor 
maintains  a  station  just  outside  the  door  leading  into 
the  car,  and  every  person  getting  on  is  obliged  to  pay 
his  fare  before  he  can  secure  admission. 

Another  devise  is  the  "pay-within"  car.  This  is  verjr 
similar  to  the  "pay-as-you-enter,"  except  that  the  car 
is  constantly  closed  and  it  is  impossible  to  alight  before 
the  doors  have  been  opened  by  the  motorman  or  con- 
ductor. In  this  way  the  damage  claims  are  still  further 
reduced.  These  new  types  of  cars,  however,  simply 
serve  the  purpose  of  increasing  the  likelihood  of  the 
conductor  getting  the  fare.  They  do  not  insure  that 
the  company  will  get  the  money. 

216.  Devices  to  check  dishonesty  of  conductors. — In 
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order  to  prevent  conductors  from  appropriating  fares, 
a  device  known  as  the  "fare  box"  was  invented  many 
years  ago  and  has  been  improved  from  time  to  time. 
This  is  coming  into  very  general  use.  Under  this  ar- 
rangement, the  passenger  when  entering  the  car,  in- 
stead of  handing  the  fare  to  the  conductor,  inserts  i]t 
through  a  slot  into  the  fare  box.  This  is  usually  made^ 
of  steel,  is  leather  covered,  and  provided  with  handle 
and  lock.  The  box  is  locked  at  the  office  of  the  com- 
pany and  the  key  retained  there.  At  the  top  of  the 
box  there  are  two  slots,  one  for  coins  and  one  for  tickets, 
in  case  the  latter  are  sold.  The  conductor  simply  makes 
change  but  never  takes  the  passenger's  fare.  The  slots 
are  provided  with  teeth  which  grip  the  coin  or  ticket  as 
soon  as  inserted  a  fraction  of  an  inch,  and  it  can  not 
then  be  withdrawn  but  must  pass  into  the  box. 

This  device  is  open  to  the  objection  that  an  unscrupu- 
lous passenger  can  insert  a  spurious  coin  or  ticket.  As 
a  consequence  many  companies  are  now  adopting  the 
device  of  requiring  passengers  to  buy  a  certain  number 
of  coins  which  are  diflferent  in  size  from  any  of  the 
standard  forms  of  money.  Where  this  is  done,  the  com- 
panies usually  charge  excess  fare  for  those  passengers 
who  do  not  use  the  coins  and  issue  tickets  to  them  in 
exchange  for  money.  These  are  redeemable  at  the 
office  of  the  company,  where  the  excess  is  refunded. 
Where  this  system  is  followed,  the  conductor  handles 
little  or  no  money.  The  railway  offices  instead  sell  the 
coins,  thus  completely  changing  the  system  of  cash 
accounting.  Most  companies,  however,  have  not 
adopted  this  device.  They  still  operate  under  the  older 
system  of  having  the  conductor  take  the  money,  and 
rely  upon  the  fare  register  to  check  up  his  honesty. 

217.  Exchange  tickets  and  transfers. — ^A  large  num- 
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ber  of  companies  also  sell  exchange  tickets,  and  issue 
transfers  which  entitle  the  holder  to  a  ride  upon  another 
line  than  that  upon  which  the  original  fare  was  paid. 
Instead  of  paying  two  straight  fares  or  ten  cents  for 
the  trip,  the  passenger  is  able  to  make  the  journey  for 
a  single  fare  of  five  cents  in  the  case  of  a  transfer,  and 
for  eight  cents  if  he  buys  an  exchange.  These  transfers 
and  exchanges  must  be  accurately  accounted  for.  The 
company  keeps  a  record  of  all  exchanges  and  transfers 
received  from  the  printing  department.  These  are 
charged  to  the  conductors  according  to  a  plan  shown 
in  Form  64,  page  885. 

It  will  be  observed  that  a  record  is  made  of  the  com- 
mencing and  ending  numbers  of  the  exchange  pad  given 
to  the  conductor.  The  third  column  records  the  dif- 
ference, or  the  total  number  of  exchanges  issued  to  him. 
At  the  end  of  the  day  he  turns  in  the  balance  of  his 
exchanges  together  with  a  statement  on  his  way  bill 
(which  form  will  hereafter  be  discussed),  showing  the 
total  number  of  tickets  sold.  From  this  way  bill  or 
statement,  the  fourth  column  is  filled  out,  giving  the 
total  number  of  exchanges  issued  by  the  conductor. 
The  clerical  force  then  checks  this  result  by  ascertaining 
the  total  number  of  exchanges  returned  by  the  conductor 
both  in  fact  and  according  to  his  statement.  The  total 
number  issued  by  the  conductor,  plus  the  total  amount 
returned,  must  equal  the  toal  number  of  transfers  or 
exchange  tickets  turned  over  to  him  at  the  beginning 
of  his  run. 

218.  Conductor's  way  bill. — Each  conductor  when 
taking  a  car  out  for  a  run  is  provided  with  a  slip  known 
as  the  "conductor's  way  bill"  (Form  65),  upon  which  he 
is  expected  to  record  at  the  end  of  each  trip  the  amount 
of  cash  or  tickets  which  he  has  taken  in.     The  word 
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"run"  in  the  street  railway  business  has  a  technical 
meaning.  Some  systems  have  adopted  the  policy  of 
allowing  the  men  to  make  a  certain  number  of  runs  con- 
stituting the  standard  day  at  one  time;  for  instance,  a 
man  will  go  at  six  o'clock  in  the  morning  and  return  at 
four  in  the  afternoon,  without  any  interruption.  This 
has  the  advantage,  from  the  point  of  view  of  the  com- 
pany, of  making  rigid  requirements  concerning  the 
number  of  cars  on  the  street.  As  every  one  knows,  the 
demands  upon  the  system  vary. 

What  are  known  as  "traffic  peaks"  or  points  of  heavy 
business  occur  in  the  rush  hours  in  the  morning,  when 
people  are  going  downtown  to  business,  and  in  the  even- 
ing when  they  are  returning  to  their  homes.  It  is 
advisable  to  arrange  the  employe's  day  so  that  a  number 
of  cars  can  be  laid  off  during  the  hours  of  light  traffic. 
In  order  to  make  this  possible  there  has  been  developed 
the  "split  rim."  Under  this  arrangement  a  man  works 
a  certain  number  of  hours  each  day,  which  are  usually 
divided  into  sections.  He  will  have,  in  reality,  two  or 
perhaps  three  runs  a  day.  He  may  go  out  with  a  car 
at  six  in  the  morning  and  return  again  to  the  bam  at 
ten  o'clock;  he  will  then  have  three  or  four  hours  at 
home,  and  will  make  his  second  trip  from  three  to  eight 
in  the  afternoon.  This  is  but  one  of  the  many  arrange- 
ments possible  under  this  system.  The  nature  of  the 
"conductor's  way  biU"  is  self-evident  from  its  form: 

On  the  outside  of  the  form  there  is  a  space  upon  which 
the  "register  statement"  can  be  taken.  The  registers 
are  usually  all  numbered,  as  they  are  detachable  from 
the  cars  and  easily  removed  from  them  when  in  the 
bams.  The  conductor,  when  taking  a  car  out  at  the 
beginning  of  his  run,  takes  a  note  of  the  commencing 
nimiber  recorded  on  the  register.    At  the  end  of  his 
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RegiaterNo 

Ending, 

Commendngr' 


ToUd,.- 


RegiaterNo 

Ending,.. 


Commencing,.. 


Total,.. 


Register  No 

Ending, 

Commencing,.. 


ToUd,., 


Register  No 

Ending, 

Commencing,.. 


Total,^ 
Total  Registration,.. 


STATEMENT  OP  EXCHANGE  TICKETS 
Ending,  


Total  Sold, . 


STATEMENT  OP  TRANSFER  TICKETS 


Ending, 

Commencing, 

Total  Issued, 
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Form  103.    200m.    8-13-07. 
RsFBBBiNa  TO  RuuB  No.  40  IN  "Book  of  Rules" 

IN  CASE  OP  EMERGENCY,  CALL 
Bell  Phone  ''MARKET  4407" 

Ketbtone  Phone  "MAIN  051!! 

In  making  up  this  Way-Bill  all  totals  must  balanoe  ooirectly 

STATEMENT  OP  PASSENGERS 


Paasengere 

5ct,  Fares, 

'   % 

Cts. 

Set.  Exchanges  Sold, 

Set,  Exchangee  Received, 

bet.  TickeU  Received, 

Package  Tickets  Received, 

Free  Tickets  Received, 

Totals, 

Package  Tickets  Sold, 

Grand  Total, 

Each  trip  must  show  the  Car  number  used. 
In  all  cases  the  starting  time  on  the  Schedule  is  the  OUT  trip; 
the  return  is  the  IN  trip. 

When  on  time,  put  down  the  Schedule  time  leaving  each  end; 
when  not  on  time,  put  down  the  actual  time. 

In  no  case  add  Passengers  of  one  trip,  or  part  of  trip,  to  those  of 
any  other  trip.    Each  trip,  or  part  of  trip,  must  show  for  itself. 
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FIGUBE  1. 
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l9t  Block  No, RtuiMt  V/i  .  . 

Moiorman 

2d  Block  No^ 

Run  N 

0 

Trip 

Time 

5ct. 

Fares 

£xeh*s 
Sold 

Total  Gash 

TiCKETB   RbCSIVKD 

Car  No. 

$ 

Cents 

Bbcchanges 

Set. 

Package 
Tickets 

Free 
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IN 

OUT 

IN 

OITP 

IN 

OUT 

IN 

OUT 

IN 

OUT 

IN 

OUT 
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OUT 

IN 

OUT 

IN 

• 

OUT 

IN 

OUT 

IN 

OUT 
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IN 

OUT 

• 

IN 

OUT 

IN 

TotalB. 
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Date,. 


Total 
Paasanoen 

Register  Statemente. 
Ending  by  Half  Trips 

Statements, 
Ending  by  Half  Trips 

Transfer  Ticket 

Statements, 

Ending  by  Half  Trips 

Transfers 
Received 
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run  he  makes  a  similar  notation.  The  difference 
between  the  conmiencing  and  the  ending  numbers 
should  equal  the  total  number  of  fares  which  he  has 
taken  during  the  run. 

219.  Daily  record  of  registers. — The  company,  how- 
ever, does  not  rely  upon  the  record  of  the  conductors  for 
a  record  of  the  registers.  They  have  in  each  bam  a 
number  of  accoimtants,  whose  duty  it  is  to  take  the 
commencing  and  ending  numbers  of  each  register,  as  the 
car  goes  out  and  returns  from  each  nm.  This  record 
is  taken  on  a  form  usually  known  as  the  "daily  record 
of  registers"  (Form  66),  The  conductors  are  required 
to  turn  in  their  collections  either  at  the  end  of  the  run 
or  at  the  end  of  the  day.     (See  page  842.) 

220.  Reporting  of  collections. — There  are  several 
methods  by  which  conductors  may  report  their  collec- 
tions. One  is  known  as  the  "bag  system."  Under  this 
arrangement,  each  conductor  places  his  collections  of 
cash  and  tickets  in  a  stout  bag,  made  of  canvas.  This 
he  deposits  in  a  safe,  or  turns  over  to  some  designated 
person  at  the  car  barn.  Before  tying  up  his  bag,  he 
has  inserted  a  memorandimoi  slip  upon  which  he  has 
noted  the  number  of  cash  fares,  and  of  each  kind  of 
ticket  or  transfer  which  is  supposed  to  be  contained  in 
the  bag.  The  difficulty  of  this  system  is  the  likelihood 
of  misunderstanding  concerning  the  amount  of  money 
claimed  to  have  been  placed  in  the  bag.  Sometimes  the 
conductor's  packages  will  not  contain  the  amounts  which 
are  listed,  and  when  the  matter  is  brought  to  the  atten- 
tion of  the  men  they  will  insist  that  their  figures  are 
correct.  This  causes  friction,  which  raises  a  question 
as  to  the  advantages  of  such  a  system. 

Many  roads  have  adopted  the  system  of  having 
"receivers"  at  each  bam,  whose  duty  it  is  to  receive 
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the  conductors'  returns  as  they  quit  work.  The  cash 
and  tickets  are  counted  in  the  presence  of  the  conductor, 
and  if  any  diflFerences  are  found  they  are  adjusted  im- 
mediately. The  receiver  is  required  to  keep  a  record 
of  the  sums  which  he  takes  in  from  each  conductor. 
This  he  does  upon  a  sheet  which  is  designated  as  the 
receiver's  daily  report."     (Fonn  67,  pages  844-847.) 

The  method  followed  by  a^  large  percentage  of  com- 
panies is  to  have  the  receiver  enter  from  the  conductor's 
way  bill,  the  register  number,  and  the  commencing  and 
ending  figures  of  the  total  number  from  his  register 
statement.  He  also  summarizes  these  results  by  filling 
out  the  other  entries  called  for  by  the  sheet.  This,  it 
must  be  remembered,  has  been  taken  from  the  con- 
ductor's statement.  The  receiver  then  proceeds  to 
count  the  tickets  and  cash.  If  he  finds  that  the  con- 
ductor is  over  or  short,  he  does  not  erase  the  entries; 
but  instead  carries  a  slip  memorandum,  and  when  he 
finally  makes  up  his  report  notes  overs  and  shorts  by 
items  upon  the  back  of  his  daily  report.  Thus  the  col- 
lections are  shown  by  the  diflFerence  between  the  state- 
ments on  the  two  sides  of  this  sheet. 

Most  companies  follow  one  of  two  systems  in  the 
handling  of  money  taken  in  by  the  receivers.  Some 
have  the  receivers  deposit  their  collections  in  bank  at 
the  end  of  each  day's  business.  Iii  other  cases  they  are 
forwarded  through  a  special  car,  which  visits  the  various 
bams,  to  the  company's  central  ofiice.  No  matter 
which  system  is  used,  the  receiver  makes  a  daily  report 
to  the  accoimting  department,  stating  the  amount  of 
tickets  and  cash  which  he  has  taken  in  from  the  con- 
ductors on  each  line,  operating  from  his  bam.  This 
report  is  shown  in  Form  68,  page  849. 

Jn  order  that  the  accounting  department  may  have 
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for  its  own  information  and  for  the  officials  of  the  com- 
pany, a  smnmarized  report  showing  the  day's  opera- 
tions, a  sunmary  sheet  is  prepared.  This  shows  the 
cash  collections  by  the  divisions  or  each  line  within  the 
city.  The  total  of  this  sheet  should  show  the  total  cash 
receipts  of  the  company  for  the  day. 

Unlike  the  steam  railroad,  the  street  railway  need  not 
make  journal  entries  charging  agents  and  crediting  the 
passenger  earnings  for  the  income  earned  in  any  one 
day.  As  the  street  railway  business  is  distinctly  one 
of  "cash  on  the  spot,"  all  moneys  turned  into  the  treas- 
urer form  the  basis  for  a  cash  book  entry,  as  a  debit  to 
cash  and  a  credit  to  passenger  earnings.  It  follows 
that  the  income  side  of  street  railway  accounting  is 
exceedingly  simple.  In  reality  the  company  uses  but 
one  book  for  this  purpose  (the  cash  book)  and  such 
subsidiary  forms  as  are  necessary  to  furnish  a  check 
upon  minor  employes  and  the  basis  for  making  the 
entry. 

221.  Disbursements. — The  disbursements  side  of 
street  railway  accounting  is  almost  identical  with  that 
of  the  steam  railroad,  which  has  already  been  discussed. 
It  is  therefore  unnecessary  to  go  further  into  the  sub- 
ject. 

222.  Interurhan  railways. — ^Within  the  last  few 
years,  there  have  come  into  existence  a  large  number 
of  interurhan  railways,  which  are  similar  to  the  steam 
railroad  in  their  business,  but  which  are  operated  by 
electricity.  The  accoimting  of  such  companies  closely 
resembles  that  of  both  street  and  steam  railway  com- 
panies. Those  parts  of  the  accounting  system  dealing 
with  the  handling  of  the  cash  affairs  by  the  street  rail- 
way companies,  are  retained  by  the  interurhan.  Where 
tickets  are  sold  according  to  the  practice  employed  by 
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steam  railroads,  the  methods  used  by  those  companies 
have  been  adopted.  A  large  nmnber  of  interurban 
roads  also  carry  oa  a  freight  business.  The  accounting 
methods  used  in  such  instances  are  direct  adaptations 
of  those  used  by  the  steam  railway.  Every  year  the 
accounting  systems  of  the  interurban  and  the  steam 
railroad  companies  become  more  alike,  indeed  the  Inter- 
state Commerce  Commission  has  provided  that  all  elec- 
tric railways  doing  an  interstate  business  shall  follow 
practically  the  same  system  of  accounting  as  that  used 
by  the  steam  railroads. 
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CHAPTER   XX 

MUNICIPAL  ACCOUNTING 

228.  Public  corporations. — ^We  now  turn  from  the 
accounting  of  private  enterprises  to  public  accounting. 
The  difference  in  the  accounting  methods  is  largely  due 
to  the  legal  difference  between  a  private  and  public 
corporation. 

A  public  corporation  is  one  which  has  been  created 
by  a  sovereign  state  for  the  purpose  of  administering 
the  local  affairs  of  a  given  district.  It  is  impossible  for 
a  state  to  administer  the  entire  affairs  of  people  within 
its  domain  through  one  central  organization.  It  is 
therefore  necessary  to  create  many  subdivisions,  such 
as  cities,  counties,  boroughs,  and  townships,  to  which 
are  entrusted  the  more  specialized  or  legal  portions  of 
the  work  of  government.  These  subdivisions  are  erected 
into  a  corporation  by  a  general  or  special  law  which  in 
the  theory  of  our  jurisprudence  constitutes  a  charter. 

224.  Chief  distinction  between  public  and  private 
corporations. — ^There  are  certain  fundamental  differ- 
ences between  the  status  of  private  and  public  corpora- 
tions. These  were  explained  in  general  in  a  previous 
volume.  The  chief  distinction  which  affects  our  subject 
is  in  regard  to  the  status  of  claims  against  the  two  classes 
of  corporations.  The  ordinary  business  man  must  exer- 
cise care  that  he  will  always  have  sufficient  funds  to 
meet  his  obligations.  He  also  must  be  careful  that 
he  is  always  solvent  or  in  other  words  that  his  assets 
actually  exceed  his  liabilities.    As  a  consequence,  a  very 
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important  part  of  private  accounting  is  concerned  with 
a  comparison  of  assets  and  liabilities,  which  is  made 
through  the  balance  sheet. 

There  is  another  reason  given  for  making  this  com- 
parison. The  creditor  of  a  private  corporation  realizes 
•that  his  ability  to  collect  his  claim  depends  upon  there 
being  a  proper  excess  of  assets  over  liabilities  and  he 
is  constantly  inquiring  concerning  the  balance  sheet  of 
his  debtor.  In  every  active  business,  it  is  found  that 
there  are  considerable  differences  between  the  corre- 
spondence of  assets  and  liabilities  from  one  sheet  to 
another.  It  is  the  duty  of  the  accountant  to  give  rea- 
sons for  these  differences.  This  he  does  by  constructing 
a  profit  and  loss  statement,  or  as  it  is  sometimes  called, 
a  statement  of  income  and  expenditure,  which  shows  in 
a  condensed  form  the  amount  which  has  been  earned  by 
the  business  during  the  year  and  the  amount  which  has 
been  expended  for  all  purposes  during  the  same  period* 
This  profit  and  loss  statement  is  also  of  value  because 
it  shows  to  the  owners  the  profitableness  of  their  busi- 
ness during  the  period. 

In  the  case  of  public  corporations,  however,  the  situ- 
ation is  radically  different.  A  city  or  other  public  cor- 
poration does  exercise  the  same  thought  concerning  the 
adequacy  of  assets.  In  the  volume  on  investments  and 
speculation  comparison  is  made  to  show  the  small  pro- 
portion which  the  bonded  debt  of  our  large  cities  bears 
to  the  value  of  the  real  property  which  was  indirectly 
pledged  as  security  for  the  loans.  The  connection  is 
so  slight  that  such  a  comparison  is  rarely,  if  ever,  made, 
even  by  bond  houses  and  other  intelligent  buyers  of 
these  securities.  The  chief  anxiety  concerns  the  suffi- 
ciency of  revenue  to  met  the  claims  of  the  bondholders 
and  the  ordinary  expenses  of  the  city.    This  is  again 
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a  matter  of  no  very  great  importance,  for  the  courts 
will  force  the  city  to  levy  such  taxes  as  may  be  neces- 
sary to  meet  their  fixed  obligations.  The  income  of  a 
private  corporation,  in  other  words,  is  a  matter  largely 
beyond  its  control:  it  depends  upon  the  profitableness  of 
its  business.  The  public  corporation,  however,  can 
really  fix  its  own  income  by  changing  the  tax  rate  to 
a  point  where  it  will  produce  the  required  amount  of 
money  to  meet  its  obligations. 

225.  Other  differences. — In  the  case  of  a  private  cor- 
poration the  owners  and  creditors  are  anxious  to  know 
what  has  been  the  real  revenue  arising  from  the  opera- 
tion of  the  business  and  how  this  compares  with  its 
expenditures.  A  considerable  excess  of  revenue  over 
expenditure  means  a  large  profit.  Unless  this  distinc- 
tion is  carefully  made,  it  would  be  possible  by  confusion 
of  accounts  to  give  an  entirely  erroneous  impression 
concerning  the  condition  of  the  business.  For  example, 
"A"  might  borrow  $40,000  upon  a  mortgage  placed  on 
his  property.  This  money  would  be  placed  in  bank  to 
the  credit  of  the  company's  account.  During  the  year 
the  company  might  have  taken  in  $50,000  as  revenue 
from  operation.  The  total  amount  of  money  received 
during  the  year,  therefore,  would  be  $90,000.  Let  us 
assume  that  the  expenses  of  the  operation  during  this 
period  were  $60,000.  From  the  cash  statement  it  would 
appear  as  though  the  company  had  made  $80,000  dur- 
ing the  year.  As  a  matter  of  fact,  when  this  is  analyzed, 
we  find  that  it  actually  lost  $10,000.  It  spent  a  por- 
tion of  the  money  which  was  borrowed,  and  the  imagined 
profits  were  in  reality  only  the  balance  of  the  borrowed 
money  which  must  some  time  be  retiuned. 

In  the  case  of  a  municipality,  however,  this  practice 
of  separating  moneys  received  is  not  followed  out.    This 
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constitutes  the  chief  difference  between  public  and  pri- 
yate  accounting. 

226.  Bam  of  municipal  accounting. — ^The  basis  of 
the  system  is  the  cash  book.  In  this  cash  book  all  funds 
received  by  the  municipality  are  entered,  regardless  of 
the  source  from  which  they  are  received.  Money 
secured  by  the  sale  of  bonds  is  not  kept  separate  and 
distinct  from  money  received  from  water  rent,  or  police 
court  fines.  Afi  a  result,  the  cash  book  is  really  not  a 
statement  of  the  ordinary  revenue  derived  by  the  city 
but  a  total  statement  of  money  received  from  all  sources. 
It  is  impossible  to  tell,  without  a  complete  analysis  of 
the  municipality's  books,  exactly  what  has  been  the 
result  of  the  ordinary  operation  of  its  affairs  during 
any  given  year. 

227.  Absence  of  the  balance  sheet — ^Another  differ- 
ence between  municipal  accounting  and  private  account- 
ing is  the  absence  of  the  balance  sheet  in  the  case  of  the 
former.  There  is  really  no  valid  reason  for  this  differ- 
ence. The  only  possible  explanation  is  that  invest- 
ments of  municipal  capital  have  been  made  in  street 
paving,  boulevards,  drives,  parks,  public  buildings,  and 
many  other  similar  works  which  are  necessary  to  the 
community  and  to  the  administration  of  the  city  gov- 
ernment, but  which  are  nevertheless  non-revenue  pro- 
ducing and  have  no  value  either  in  payment  of  municipal 
debts,  or  in  contributing  towards  its  running  expenses. 

Many  municipalities  have  bond  issues  outstanding 
whose  proceeds  were  used  to  construct  such  enterprises 
as  municipal  lighting  plants  and  water  works.  These 
arc  often  very  productive,  but  where  such  enterprises 
are  conducted  by  the  city,  it  is  invariably  found  that 
they  are  carried  on  as  separate  enterprises  with  distinct 
accounting  systems  of  their  own.     The  net  revenue 
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received  from  them  constitutes  a  single  item  among  the 
city's  receipts  carried  on  its  general  books. 

228,  Expenses  of  a  municipality. -^Th^  expenses  of 
a  mmiicipality  are  to  a  large  extent  determined  by  the 
city's  comicil.  At  a  certain  time  in  the  year  the  heads 
of  the  various  mimicipal  departments  are  requested  to 
furnish  to  the  finance  committee,  or  some  similar  body, 
an  estimate  of  their  probable  expenditures  and  financial 
requirements  during  the  coming  year.  These  estimates 
are  usually  prepared  in  tabular  form,  showing  in  detail 
the  money  needed  for  the  operation  of  that  division  of 
the  municipality.  They  are  gone  over  by  the  finance 
committee  and  recommendations  are  made  to  council 
that  different  sums  be  appropriated  for  various  enumer- 
ated purposes.  Finally  council  passes  the  appropria- 
tions, or  budget,  which  regulates  the  allowances  for  each 
municipal  department,  subdivision  and  borough  and  the 
money  to  be  spent  for  extraordinary  municipal  pur- 
poses, such  as  filtration  plants  or  new  sewers.  The 
various  portions  of  the  municipal  government  cannot 
exceed  these  appropriations  without  first  securing  an 
additional  or  supplemental  appropriation  from  council. 

229.  The  appropriation  ledger. — ^The  principal  book 
in  municipal  accounting  is  the  "appropriation  ledger," 
which  has  a  twofold  purpose;  first,  to  record  the  various 
amounts  appropriated  for  each  grand  division  and  sub- 
division; and,  second,  to  show  warrants  which  have  been 
drawn  against  the  treasurer  under  authority  of  these 
appropriations.  The  diflPerence  between  the  sum  of 
these  warrants  and  the  appropriations  represents  the 
balance  available  for  the  department.  A  page  of  the 
appropriation  ledger  showing  the  accounts  of  the  public 
health  department  is  shown  in  Form  69  here  inserted. 

Similar  accounts  are  kept  for  every  other  municipal 


Digitized  by 


Google 


856  ACCOUNTING  SYSTEMS 

division.  The  operation  of  this  book  is  explained  in 
the  following  rules  made  by  the  Bureau  of  Inspection 
and  Supervision  of  the  Public  Offices  of  the  State  of 
Ohio: 

1.  Enter  at  the  head  of  each  column  under  the  head 
of  "appropriation"  the  appropriation  as  made  by 
council. 

2.  Enter  each  warrant  issued  on  the  page  which  con- 
tains the  account  upon  which  the  warrant  is  drawn, 
placing  the  amount  thereof  in  the  columns  "amount 
of  warrant,"  in  the  proper  column  as  to  appropriation, 
and  in  the  total  of  the  division  or  department  in  which 
the  expenditure  is  made. 

8.  Total  each  column  monthly  (or  as  often  as  bal- 
ances are  desired)  and  enter  in  red  ink;  add  monthly 
totals  to  the  totals  of  the  preceding  months  of  the  fiscal 
year  and  enter  in  black  on  the  line  next  below;  deduct 
these  totals  from  the  total  appropriations  at  the  head  of 
the  colmnns  and  enter  in  red  ink.  The  balances 
obtained  are  those  required  by  city  auditors  in  the 
monthly  statements  to  mayors  required  under  section 
44  of  the  code. 

280.  Recapitulation  of  expenses. — This  total  classi- 
fication of  expenditures  is  very  much  involved  and  a 
separate  division  of  the  appropriation  ledger  is  provided 
in  which  the  recapitulation  by  the  important  depart- 
ments is  made  by  the  expenditures.  Form  70,  pages 
857-858  shows  this  recapitulation  of  expenses. 

The  rules  adopted  by  the  State  of  Ohio  governing  the 
construction  of  this  account  are  as  follows: 

"The  monthly  total  of  disbursements  in  each  division, 
or  department,  of  the  appropriation  ledger  is  carried 
to  the  proper  column  in  the  recapitulation,  the  footings 
for  each  month  are  made,  for  posting  to  the  debit  of 
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the  several  fund  accounts,  and  to  the  credit  of  the  city; 
treasurer's  account  in  the  "fund  ledger/' 

281.  Municipal  receipts. — We  turn  now  from  the 
consideration  of  municipal  departments  to  municipal 
receipts.  All  receipts  are  entered  in  the  fund  ledger 
which  contains  separate  accounts  identical  in  number 
and  classification  with  those  contained  in  the  appropri- 
ation ledger.  To  these  are  credited  all  sums  received 
either  for  water  rents,  licenses,  fines,  special  assessments 
or  municipal  bonds,  or  from  any  other  source  whatever. 
The  form  of  the  "receipts  journal,"  as  regards  the 
public  health  department,  is  shown  in  Form  71»  page 
860. 

Similar  accounts  are  kept  for  every  other  main  sub- 
division of  the  municipality.  The  rules  governing  the 
operation  of  this  journal  in  the  State  of  Ohio,  which 
are  typical  of  the  rules  prevailing  throughout  the  coun- 
try, are  as  follows: 

1.  Enter  each  pay-in  order  consecutively,  placing  the 
amount  thereof  in  the  columns  "amount,"  in  the  proper 
classification,  and  in  the  total  of  the  proper  fund. 

2.  Total  each  coliunn  monthly  (or  as  often  as  bal- 
ances are  desired),  and  enter  in  red  ink;  add  monthly 
totals  to  the  totals  of  the  preceding  months  of  the  fiscal 
year,  and  enter  in  black  ink  on  the  line  next  below. 
The  monthly  totals  of  each  month  are  posted  to  the 
credit  of  the  several  fund  accounts,  and  to  the  debit  of 
the  city  treasurer's  account  in  the  "fund  ledger,"  except 
special  assessment  receipts,  which  are  posted  in  detail 
to  the  proper  fund  in  the  "special  assessment  fund 
ledger."  > 

282.  The  fund  ledger. — The  final  important  record 
kept  by  the  municipality  is  the  "fund  ledger."  This 
shows  a  summary  of  the  money  which  has  actually  been 
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received  and  credited  to  each  department;  and  in 
parallel  columns  shows  the  smns  which  have  heen  spent 
by  this  department.  The  difference,  therefore,  repre- 
sents the  total  money  in  the  treasury  and  actually  avail- 
able for  expenditure  by  the  department.  The  fund 
ledger  shows  the  actual  amount  of  money  on  hand  in 
the  case  of  each  department,  while  the  appropriation 
ledger  shows  the  amount  of  money  which  the  city  has 
authorized  the  departments  to  spend,  but  which  may 
not  have  been  collected  and  credited  to  the  department. 
iThe  form  of  the  section  of  the  fund  ledger  dealing  with 
the  pubhc  health  department  which  is  similar  in  general 
to  that  dealing  with  the  other  departments,  is  as  shown 
in  Form  72,  pages  862-868. 

The  rules  in  Ohio  governing  the  use  of  the  fund 
ledger  are  as  follows: 

"1.  Open  accounts  with  the  city  treasurer  and  with 
each  fund,  except  special  assessment  funds,  on  separate 
pages  of  the  ledger,  entering  the  proper  balances  to 
each  account.  The  treasurer's  account  includes  special 
assessment  funds. 

"2.  Receipts,  as  obtained  in  the  monthly  totals  of  the 
'receipt  joimiar  are  credited  to  the  appropriate  funds, 
the  city  treasurer's  account  being  debited  with  the  total 
amount  thereof,  including  special  assessment  receipts. 

"'Expenditures,  as  obtained  in  the  monthly  total  of 
the  recapitulation  of  the  'appropriation  ledger,'  are 
debited  to  the  appropriate  funds,  the  city  treasurer's 
account  being  credited  with  the  total  amoimt  thereof, 
and  in  addition  thereto  the  special  assessment  expendi- 
tures, which  are  obtained  by  a  recapitulation  of  the 
special  assessment  fund  ledger.  Monthly  trial  balances 
should  be  taken  off  to  prove  accuracy." 

288.  Cash  journal. — Each  department  also  runs  a 
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cash  book  under  the  name  of  ''cash  journal."  This  book 
serves  the  same  purpose  as  a  journal,  but  the  cash  book 
entries  are  reversed.     (See  Form  78,  page  865.) 
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CHAPTER  XXI 

EXECUTOR'S  WORK 

284.  Importance  of  subject. — It  is  a  popular  notion 
that  all  an  executor  has  to  do  is  to  receive  and  disburse 
money  and  at  the  end  of  his  administration  fill  out  a 
blank  form  provided  by  the  clerk  oi  the  probate  or 
surrogate's  court.  Consequently  in  the  selection  of 
executors  will  makers  have  persisted  in  requiring  only 
social  qualifications  until  the  incompetence  of  executors 
generally  has  become  a  matter  of  common  knowledge, 
as  have  also  the  resultant  losses  to  estates. 

To-day,  however,  estates  are  greater  in  size  than  ever 
before,  and  the  work  of  the  executor  has  increased  pro- 
portionately. In  addition  the  rapid  development  of 
accountancy  is  having  a  perceptible  influence  upon  law 
in  making  it  require  from  executors  more  exact  account- 
ing. As  a  result  public  accountants  are  more  and  more 
being  called  upon  to  assist  in  the  administration  of 
estates,  and  estate  accounting  has  become  a  specialty  in 
the  accounting  profession.  This  fact  is  the  justifica- 
tion for  literature  upon  the  subject. 

285.  Method  of  treating  the  subject — The  following 
chapters  will  attempt  only  to  outline  the  whole  subject 
and  not  treat  any  part  of  it  at  length,  and  since  the 
work  of  the  administrator  is  practically  identical  with 
that  of  the  executor,  they  will  deal  with  the  work  of 
the  executor  only. 

A  description  of  the  executor's  work  will  be  followed 
by  an  exposition  of  a  double  entry  system  of  accounts 
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for  an  executor.  In  this  there  will  be  worked  out  in 
books  of  account  a  set  of  typical  transactions  in  the 
usual  chronological  order  from  the  beginning  to  the 
close  of  an  administration.  Each  transaction  will  be 
dated  and  a  section  of  the  text  correspondingly  dated 
will  give  any  necessary  explanation  of  rules  of  law, 
principles  of  accounting  or  customary  practices  involved 
in  the  book  entries  of  the  given  date. 

286.  Defimtions  of  executor,  administrator  and  trus- 
tee.— ^An  executor  is  a  person  to  whom  the  carrying 
out  of  the  provisions  of  a  will  concerning  personal  prop- 
erty has  been  confided  by  the  testator  in  his  will  and 
who  has  been  duly  approved  by  the  court. 

An  administrator  is  a  person  appointed  by  the  court 
to  distribute  the  personal  estate  of  a  decedent  who  left 
no  will  or  of  a  testator  who  named  no  executor  able 
to  serve. 

A  trustee  is  a  person  who  holds  the  legal  title  to 
property  subject  to  an  obligation  to  apply  or  deal  with 
such  property  according  to  the  terms  of  a  trust  for  the 
benefit  of  another  who  is  called  the  cestui  que  trust. 

Both  the  executor  and  the  administrator  are  ojfficers 
of  the  court  to  wind  up  generally  the  personal  estate 
of  a  decedent  by  collecting  his  personal  property,  pay- 
ing his  debts  and  distributing  the  personal  property 
then  remaining  according  to  the  terms  of  the  will  or  the 
provisions  of  law  if  there  be  no  will.  They  diflFer  from 
each  other  chiefly  in  the  fact  that  the  executor  is  named 
by  the  testator  in  the  will,  whereas  the  administrator 
is  appointed  by  the  court  where  there  is  no  will.  A 
trustee,  however,  is  an  ofiicer  upon  whom  devolves  no 
such  general  duty,  but  whose  function  is  to  make  dispo- 
sition in  some  specific  way  of  some  specific  property. 
When  he  is  appointed  by  a  will,  he  is  called  a  testamen- 
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taiy  trustee.  iThe  functions  of  executor  and  trustee 
are  distinct,  despite  the  fact  that  they  may  be  exercised 
by  one  person.  They  are  so  distinct  that  a  person  who 
by  a  will  is  made  both  executor  and  trustee  may  decline 
to  act  in  either  capacity  without  affecting  his  right  to 
act  in  the  other. 

287.  Definition  of  will  and  admission  to  probate. — 
A  will  is  one's  solemn  declaration  in  legal  form  making 
disposition  of  one's  property,  taking  effect  at  death  but 
revocable  during  Ufe.  A  person  who  dies  leaving  a 
will  is  known  as  a  testator. 

Before  the  law  will  give  effect  to  a  will  the  court 
must  approve  it  as  complying  with  the  law.  This 
approval  is  called  the  admission  of  the  will  to  probate. 
It  usually  involves  the  following  steps:  the  filing  of 
a  petition  to  the  court  asking  that  the  will  be  admitted 
to  probate;  the  notification  of  all  interested  persons 
that  the  will  will  be  propounded  on  a  named  day;  the 
hearing  or  trial  before  the  court,  at  which  proof  of 
the  legality  of  the  instrument  offered  as  a  will  is  made, 
and  finally,  the  decision  by  the  court  that  the  instrument 
offered  for  probate  is  a  valid  will. 

288.  Appointment  and  qualifying  of  ewecutor. — ^If 
the  person  named  in  the  will  as  executor  is  one  of  whom 
the  law  approves  as  to  age,  residence  and  character,  the 
court  issues  to  him  letters  testamentary,  which  are  the 
evidence  of  the  court's  approval.  They  are  usually 
contained  in  a  printed  form  which  recites  that  the  per- 
son has  been  appointed  executor.  Before  the  issuance 
of  the  letters  the  executor  is  usually  required  to  take 
an  oath  of  ofiice  and  he  may  be  required  to  file  a  bond 
for  the  faithful  conduct  of  the  administration.  The 
circumstances  under  which  a  bond  is  required  vary  in 
the  several  states.    It  is  usually  possible  for  a  testator 
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to  relieve  the  executor  from  the  burden  of  filing  a  bond 
by  specifying  in  the  will  that  no  bond  need  be  filed, 

289.  Sources  of  authority. — The  executor's  authority 
originates  in  the  will  and  is  transmitted  to  him  by  let- 
ters testamentary. 

The  administrator's  authority  comes  directly  from 
the  court,  since  there  is  no  will  from  which  he  can  derive 
it.  This  authority  is  conferred  by  letters  of  adminis- 
tration which  are  similar  to  letters  testamentary. 

The  trustee's  authority,  like  that  of  the  executor, 
originates  in  the  will,  but  usually  he  receives  no  docu- 
ment such  as  letters  testamentary  to  evidence  his  right 
to  act.  Without  formalities  he  is  recognized  as  a 
fiduciary  ofiicer  under  the  control  of  the  court. 

240.  Inventory. — The  first  duty  of  the  executor  is 
to  make  an  inventory  of  the  personal  property  of  the 
estate  over  which  he  is  to  exercise  control.  Some  states 
require  him  to  report  the  inventory  to  the  court;  some 
states  permit  him  to  do  so,  while  other  states  make  no 
mention  of  an  inventory.  Whatever  the  law  of  the 
executor's  state  may  be,  it  is  very  desirable  that  he  pre- 
pare an  inventory  and  where  possible  file  it  with  the 
court,  because  an  inventory  fixes  prima  facte  the  num- 
ber and  the  value  of  the  estate's  assets.  If  an  inventory 
is  filed,  any  person  who  claims  that  estate  assets  were 
omitted  from  it  or  were  incorrectly  valued  in  it,  has  the 
burden  of  establishing  the  truth  of  his  claim.  If  no 
inventory  is  filed,  such  a  person  can  put  upon  the  execu- 
tor the  burden  of  establishing  the  fact  that  the  executor 
has  accounted  for  all  the  estate  assets  at  their  true  valu- 
ations. 

In  most  states  the  inventory  should  include  only  the 
personal  property  of  the  decedent,  because  the  real 
property  passes  under  the  law  without  the  intervention 
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of  the  executor  either  to  the  devisees  (that  is,  persons 
to  whom  the  decedent  gave  it  by  his  will),  or  to  the 
decedent's  heirs  if  he  made  no  disposition  of  it  by  will. 

The  inventory  should  state  the  items  of  personal 
property  in  detail,  giving  to  each  a  value  in  dollars  and 
•ents.  The  value  for  the  inventoried  articles  should  be 
determined  through  an  appraisal  by  disinterested  per- 
sons. It  is  desirable  and  in  most  states  it  is  possible  to 
have  appraisers  appointed  by  the  court 

Unless  the  law  of  the  executor's  state  requires  him 
to  file  together  with  the  inventory  a  statement  of  the 
debts  due  by  the  decedent,  the  inventory  should  make 
no  mention  of  such  debts.  A  separate  proceeding  such 
as  that  described  in  section  2M  is  usually  available  for 
the  ascertainment  of  debts. 

241.  Collection  of  assets. — ^After  the  filing  of  the 
inventory,  the  executor  should  proceed  at  once  to  secure 
possession  of  all  the  estate  assets.  If  he  believes  that 
there  are  assets  in  the  possession  of  persons  who  refuse 
to  deliver  them  to  him,  he  should  institute  legal  pro- 
ceedings to  secure  them.  Such  legal  procedure  is  com- 
monly called  "discovery  proceedings." 

242.  Custody  of  assets. — The  executor  is  responsible 
for  the  preservation  of  the  estate  assets  in  his  posses- 
sion. In  the  preservation  of  them,  he  must  exercise 
the  same  degree  of  care  that  an  ordinarily  prudent  man 
would  exercise  in  the  care  of  his  own  property  of  similar 
nature  under  similar  business  conditions. 

Cash  belonging  to  the  estate  should  be  deposited  in 
a  bank  of  recognized  standing  in  the  name  of  the  estate, 
the  deposit  being  designated,  for  example,  as  "The 
Estate  of  W.  R.,  by  M.  N.,  Executor."  If  the  deposit 
is  made  in  the  executor's  name  without  the  designation 
of  it  as  a  fiduciary  deposit,  he  is  liable  for  any  loss  that 
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results,  regardless  of  his  care  in  selecting  the  bank.  As 
a  general  rule,  the  duty  of  the  executor  is  to  collect  and 
distribute  the  estate  cash;  it  is  no  part  of  his  duty  to 
invest  it 

In  a  solvent  estate,  personal  property  which  is  not 
specifically  bequeathed  should  be  divided  among  the 
general  legatees,  each  legatee  being  charged  with  the 
inventoried  value  of  the  property  given  him  as  a  pay- 
ment on  account  of  his  legacy.  If  amicable  distribution 
cannot  be  made,  such  property  should  be  sold  if  there  is 
reasonable  assurance  that  it  will  realize  its  fair  valua- 
tion on  a  sale.  Otherwise  the  matter  should  be  referred 
to  the  coiui;. 

248.  Eoopenaes  of  administration  and  funeral  ex- 
penses. — The  expenses  of  administering  the  estate  are 
entitled  to  preference  over  all  other  claims.  As  to  what 
may  properly  be  included  in  the  expenses  of  administra- 
tion, see  section  260. 

After  the  payment  of  the  expenses  of  administration, 
funeral  expenses  are  usually  given  preference  over  the 
payment  of  debts.  Some  states  allow  the  expenses  of 
the  last  illness  to  be  included  with  funeral  expenses. 

244.  Ascertainment  and  payment  of  debts. — ^The  law 
will  not  permit  the  distribution  of  a  decedent's  property 
to  the  exclusion  of  decedent's  creditors.  After  the  pay- 
ment of  administration  and  funeral  expenses,  the  estate 
assets  must  be  applied  to  the  pa3rment  of  debts  existing 
at  the  time  of  decedent's  death.  Since  there  can  be  no 
certainty  that  all  such  debts  can  be  ascertained  by  the 
executor  from  an  examination  of  such  books  and  rec- 
ords of  the  decedent  as  he  can  find,  he  is  usually  per- 
mitted upon  application  to  the  court,  although  seldom 
required  to  advertise  in  a  way  prescribed  by  the  court 
for  all  creditors  of  the  decedent  to  present  their  claims 
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to  him  for  aUowance  and  payment.  If  the  law  of  the 
executor's  state  permits  him  to  advertise  he  should  do 
so  for  his  own  protection.  He  can  be  held  personally 
liable  for  the  payment  of  a  debt  presented  to  him  within 
the  time  allowed  by  law  to  creditors  for  presenting 
claims  if  in  the  meantime  by  distribution  of  assets  he 
has  made  impossible  the  payment  of  the  debt  out  of  the 
estate. 

All  debts  due  by  the  estate  that  are  approved  by  the 
executor  should  be  paid  by  him  in  the  order  prescribed 
by  the  law  of  his  state.  It  is  usual  for  the  law  to  pre- 
scribe some  order  in  which  debts  must  be  paid,  prefer- 
ence being  given  to  debts  due  to  the  United  States,  taxes 
due  to  states  and  cities,  and  judgments  of  courts.  The 
order  of  payment  is  of  importance  only  in  cases  where 
there  are  not  sufficient  funds  to  pay  aU  the  debts.  In 
such  cases  the  executor  may  render  himself  personally 
liable  if  he  pays  without  regard  to  the  prescribed  order. 

If  an  executor  believes  a  claim  to  be  invalid  he  should 
reject  it.  The  creditor  will  then  have  a  legal  remedy 
by  commencing  an  action  against  the  estate  in  a  proper 
court  and  in  this  connection  it  is  to  be  noted  that  the 
court  which  appoints  the  executor  has  as  a  rule  no  juris- 
diction to  order  the  payment  of  a  rejected  claim,  the 
law  having  given  to  the  executor  discretion  as  to  the  al- 
lowance of  claims. 

Debts  are  payable  primarily  from  the  personal  estate, 
that  is,  from  personal  property;  where,  however,  that  is 
insufficient  to  pay  them,  the  law  provides  means  for  the 
selling  of  real  estate  in  order  to  secure  sufficient  money 
to  pay  such  debts  as  cannot  be  satisfied  out  of  the  per- 
sonalty. 

245.  Legacies  and  their  payment. — ^After  the  pay- 
ment of  the  administration,  funeral  expenses  and  debts. 
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the  remaining  property  must  be  distributed  in  accord- 
ance with  the  provisions  of  the  will.  The  gifts  or 
amounts  specified  to  be  distributed  are  known  as  lega- 
cies. 

A  legacy  is  a  gift  of  personal  property  by  will,  the 
person  to  whom  it  is  given  being  called  the  legatee. 
Legacies  may  be  general,  specific,  demonstrative  or 
residuary.  A  general  legacy  is  one  which  is  payable 
out  of  the  general  assets  of  the  estate,  being  a  gift  of 
money  or  other  thing  in  quantity  not  in  any  way  sepa- 
rated or  distinguished  from  other  things  of  like  kind. 
A  specific  legacy  is  a  gift  of  certain  specific  personal 
property  such  as  certain  jewelry.  A  demonstrative 
legacy  is  a  gift  of  money  payable  out  of  a  specified 
fund  such  as  a  certain  savings  bank  deposit.  A  resid- 
uary legacy  is  a  gift  of  all  the  personal  property  remain- 
ing on  hand  after  distribution  has  been  made  according 
to  the  terms  of  the  will  in  satisfaction  of  all  general, 
specific  and  demonstrative  legacies. 

As  a  rule,  legacies  are  not  payable  imtil  a  specified 
time,  usually  one  year,  after  the  issuance  of  letters  testa- 
mentary. The  reason  why  legacies  are  not  payable  at 
the  beginning  of  the  administration  is  that  the  creditors 
must  be  protected  by  the  conserving  of  the  assets  of  the 
estate  until  the  amount  of  the  debts  has  been  ascer- 
tained. At  the  expiration  of  the  specified  time,  gen- 
eral and  demonstrative  legacies  bear  interest  against  the 
estate. 

.  Legacies  are  payable  from  the  personal  estate,  that 
is,  from  personal  property,  unless  the  will  provides  that 
real  estate  may  be  sold  to  satisfy  them.  Specific  lega- 
cies and  demonstrative  legacies  are  the  first  to  be  paid. 
If  the  assets  then  remaining  are  not  sufiicient  to  pay  all 
of  the  general  legacies,  the  latter  are  scaled  down  pro 
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rata  so  that  each  general  legatee  can  be  paid  an  equal 
percentage  of  his  legacy.  This  process  of  scaling  down 
is  known  as  abatement. 

Legacies  may  be  subject  to  certain  deductions,  the 
principal  ones  being  for  the  inheritance  tax  (see  section 
271) ,  and  for  debts  due  to  the  testator  by  the  legatee. 

246.  Accounting  by  the  executor. — ^After  the  assets 
have  been  collected  and  the  administration,  funeral  ex- 
penses and  debts  have  been  paid,  and  such  payments  on 
account  of  legacies  as  the  executor  has  foimd  advisable 
have  been  made,  the  executor  must  render  to  the  court 
which  appointed  him  a  statement  of  his  transactions  in 
the  form  of  an  accounting.  This  accounting  is  to  show 
the  amount  of  cash  and  property  received  by  him,  the 
disposition  he  has  made  of  it  and  the  balance,  if  any,  re- 
maining in  his  possession.  The  forms  of  accounting 
vary  in  the  several  states.  Some  of  them  are  exceed- 
ingly simple  statements  of  receipts  and  disbursements. 
In  these  chapters,  the  form  in  current  use  in  New  York 
has  been  adopted  because  it  is  comprehensive  and  some- 
what complex. 

247.  Remuneration. — For  his  work  in  administering 
the  estate,  the  executor  is  given  a  remuneration  usually 
in  the  form  of  commissions  consisting  of  a  percentage 
of  the  moneys  which  have  passed  through  his  hands. 
The  New  York  scale  of  commissions  and  the  New  York 
method  of  calculating  them  are  typical  and  consequently 
have  been  used  in  these  chapters. 

248.  Duties  of  testamentary  trustee. — ^Where  the  will 
provides  that  certain  properties  or  sums  of  money  are 
to  be  given  to  the  executor  or  to  some  other  person  as 
trustee  for  some  specific  purpose  the  carrying  out  of  the 
trust  provisions  is  no  part  of  the  work  of  the  executor. 
Specific  properties  or  specific  sums  of  money  must  be 
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set  aside  by  the  executor  to  form  the  trust  funds,  as 
there  can  never  be  a  trust  without  a  trust  fund.  Until 
the  executor  has  as  executor  specified  and  set  them 
aside,  the  testamentary  trustee,  whether  he  be  the  ex- 
ecutor or  some  other  person,  cannot  assume  his 
duties. 

The  work  of  the  testamentary  trustee  consists  in  con- 
serving the  trust  fund  and  disposing  of  it  in  accordance 
with  the  terms  of  the  trust.  A  common  trust  is  one 
providing  that  certain  property  shall  be  held  by  the 
trustee  for  a  specified  period  during  which  the  income 
from  the  property  must  be  paid  to  a  person  known  as 
the  life  tenant,  and  that  at  the  end  of  the  period  it  shall 
be  delivered  to  another  person  known  as  the  remainder 
man.  The  property  given  in  trust  is  known  as  the 
"principal";  its  earnings  during  the  trust  period  are  of 
course  called  "income."  The  trustee  is  under  the  duty 
of  preserving  the  principal  intact  so  that  there  can  be 
given  to  the  remainder  man  the  whole  of  the  property 
which  was  intended  for  him.  Consequently  the  trustee 
must  credit  and  debit  receipts  and  disbursements  to 
principal  and  income  in  the  most  careful  manner,  in 
order  that  the  principal  shall  not  be  reduced  at  the  ex- 
pense of  the  remainder  man  or  increased  at  the  expense 
of  the  Uf  e  tenant.  Questions  of  importance  and  some- 
times of  difficulty  arise  in  this  connection.  In  the  suc- 
ceeding chapters  some  of  the  most  common  of  these 
questions  are  considered.  Where  the  will  contains  trust 
provisions,  the  executor  must  from  the  date  of  death  dis- 
tinguish between  principal  and  income.  For  although 
in  practice  the  trustee  enters  upon  his  administration  of 
the  trust  only  when  the  trust  funds  are  set  aside,  the 
trust  provisions  relate  by  law  to  the  date  of  the  testa- 
tor's death,  and  the  person  entitled  to  the  income  from 
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the  trust  is  entitled  to  that  income  from  the  date  of  the 
death  of  the  testator. 

249.  Swmmary. — The  duties  of  the  executor,  then, 
may  be  summarized  as  follows.  He  should  prepare  an 
inventory  of  all  the  personal  property  of  the  estate,  or 
''estate  assets";  he  must  collect  and  conserve  the  estate 
assets ;  he  must  pay  the  administration,  funeral  expenses, 
and  debts  owed  by  the  testator  and  distribute  the  bal- 
ance of  the  property  in  accordance  with  the  terms  of 
the  will,  not  omitting  to  set  aside  any  trust  fimds  that 
may  be  specified;  he  must  then  account  to  the  court  of 
his  appointment,  presenting  a  report  showing  the  cash 
and  property  which  he  has  received,  the  disposition 
which  he  has  made  of  it,  and  the  balance,  if  any,  on  hand. 
Thereupon  the  court  will  determine  the  commissions  due 
the  executor,  will  authorize  him  to  retain  for  himself  the 
amount  of  his  commissions  together  with  an  amount 
fixed  by  the  court  to  reimburse  him  for  the  cost  of  the 
final  accounting  and  will  order  him  to  distribute  in  ac- 
cordance with  the  court's  directions  the  cash  and  other 
estate  assets  then  remaining  in  his  hands. 
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250,  Current  bookkeeping. — Since  it  is  necessary  for 
the  executor  at  the  close  of  the  administration  to  render 
a  detailed  account  of  his  transactions,  he  must  keep  cur- 
rent records  whch  will  enable  him  to  render  that  ac- 
count. As  a  rule,  the  law  does  not  prescribe  any  form 
of  estate  bookkeeping  even  where  it  does  prescribe  a 
form  of  final  accounting;  but  many  courts  have  held  that 
where  an  executor  fails  to  keep  current  books  or  keeps 
them  in  such  manner  that  it  is  impossible  readily  to  pre- 
pare the  final  accounting,  the  executor  may  be  charged 
personally  with  the  expense  of  preparing  the  final  ac- 
count. Consequently  it  is  desirable  that  the  executor 
keep  his  current  accounts  in  a  way  which  will  enable  him 
to  prepare  his  final  accounting  without  difficulty  and  at 
the  same  time  to  handle  his  current  work  without  un- 
necessary labor. 

251.  Systems  generally  recommended. — ^Most  writers 
on  the  subject  of  executors'  accounts  have  pirescribed  a 
commercial  form  of  double  entry  books  for  the  execu- 
tor.* 

The  general  scheme  of  the  double  entry  system  is  as 
follows.  At  the  beginning  of  the  administration  the  es- 
tate assets  are  debited  to  accounts  bearing  their  names 
or  to  one  account  entitled,  for  example,  "inventory"  and 
the  total  amount  of  them  is  credited  to  an  account  en- 

iFor  an  ingeoloos  system,  see  ThOosophy  of  Aocounts,"  Spnguc^ 
section  S66. 
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titled  "estate"  or  some  similar  term.  Subsequent  re- 
ceipts by  the  executor  of  property  or  cash  are  debited 
to  the  proper  asset  accounts.  Receipts  from  the  sale 
of  assets  recorded  on  the  books  are  credited  to  the  ac- 
counts of  the  assets  sold;  receipts  which  represent  assets 
existing  at  the  time  of  death  but  for  some  reason  not  re- 
corded on  the  books,  as  for  instance  an  asset  discovered 
after  the  books  have  been  opened,  are  credited  to 
"estate";  receipts  on  account  of  income  earned  by  estate 
assets  during  administration  are  credited  to  an  account 
entitled  "income."  Payments  of  cash  or  distributions 
of  assets  made  by  the  executor  are  credited  to  the  proper 
asset  accounts.  Payments  on  account  of  expenses  are 
debited  to  an  account  entitled  "expense  principal"  if  the 
expenses  are  to  be  borne  by  the  persons  entitled  to  the 
principal  of  the  estate,  or  to  an  account  entitled  "ex- 
pense income"  if  they  are  to  be  borne  by  the  persons  en- 
titled to  the  income.  The  debts  of  the  testator  are  not 
as  a  rule  recorded  on  the  books  as  estate  liabilities  but 
the  payments  on  account  of  them  are  charged  to  an  ac- 
count entitled  "debts  of  testator."  Payments  or  dis- 
tributions to  legatees  are  charged  to  accounts  with  the 
legatees.  At  the  close  of  the  administration  the  nominal 
accounts  are  closed  into  estate  and  income  and  the  credit 
balances  in  those  accounts  are  distributed  among  the 
legatees'  accounts,  each  legatee  being  credited  with  the 
amount  of  his  legacy. 

Writers  differ  as  to  the  advisability  of  keeping  sepa- 
rate sets  of  books  where  one  person  is  both  executor  and 
trustee.  One  of  them  ^  prescribes  a  two  colunrn  cash 
book  for  the  purpose  of  separating  executor's  cash  from 
trustee's  cash  but  states  that  "it  is  useless  trouble  for  the 
executor  to  keep  a  separate  set  of  books  for  the  trustee- 

I'^Estate  Accounting,"  Baugfa  and  Schmeisser. 
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ship."  In  view,  however,  of  the  facts  that  the  utmost 
care  should  be  exercised  to  preserve  intact  the  trust 
funds  and  to  keep  distinct  the  trust  transactions  and 
that  usually  the  executorship  is  concluded  before  any 
substantial  transactions  on  account  of  the  trusteeship  oc- 
cur, it  would  seem  advisable  to  run  a  separate  set  of 
books  for  the  trusteeship,  even  though  that  might  neces- 
sitate the  running  of  two  sets  of  books  during  part  of 
the  time. 

252.  System  used  in  Ulustrative  case. — ^The  system  of 
accounts  proposed  in  these  chapters  embodies  the  gen- 
eral scheme  outlined  in  section  251.  The  books  re- 
quired are  a  journal,  a  specially  ruled  cash  book  and  a 
ledger.  The  proposed  form  of  cash  book  has  been  de- 
signed to  facilitate  the  current  bookkeeping  and  to  en- 
able the  executor  to  analyze  currently  the  receipts  and 
disbursements  thus  obviating  the  necessity  for  extensive 
analysis  at  the  close  of  the  administration. 

The  transactions  by  which  this  system  will  be  illus- 
trated will  conclude  this  chapter.  Chapter  XXIII  will 
be  devoted  to  an  explanation  of  the  book  entries  to  the 
date  of  the  final  accounting.  Chapter  XXIV  will  con- 
tain the  discussion  of  the  final  accounting,  the  allowance 
of  commissions  and  the  final  entries  necessary  to  close 
the  estate  ledger  and  will  show  the  books  of  account  with 
all  the  entries  made  therein. 

The  transactions  by  which  this  system  will  be  illus- 
trated are  as  follows: 

258.  WUl. — The  following  is  the  disposition  of  prop- 
erty by  the  will  of  W.  R.: 

WILL. 

Akticle  Second: — I  give  and  bequeath  to  my  good  friend 
C.  Y.  all  mj  books  at  present  in  my  library. 
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AftTiCLjB  Thhid: — ^I  give  and  bequeath  to  my  good  friend 
S.  T.  the  sum  of  $6>000. 

A&TicLE  Fourth: — ^I  give  and  bequeath  to  my  nephew 
E.  W.  the  sum  of  $6,000,  payable  out  of  my  deposit  at  the  C. 
Trust  Company. 

Article  Fifth: — ^I  cancel  and  discharge  the  debt  of 
$1,000,  due  me  from  C  D.  for  money  lent  him  in  1895  without 
interest,  making  such  cancellation  and  discharge  my  gift  and  be- 
quest to  him. 

Article  Socth: — I  give  and  devise  to  my  good  friend 
C.  Y.  all  my  real  estate  to  have  and  to  hold  the  same  to  him,  his 
heirs  and  assigns  forever. 

Article  Seventh: — ^I  give  and  bequeath  all  the  rest, 
residue  and  remainder  of  my  estate  to  my  executor  hereinafter 
named  in  trust  nevertheless  for  the  following  uses  and  pur- 
poses >— 

To  be  held,  managed  and  invested  and  from  time  to  time  as 
in  his  sole  discretion  need  be,  re-invested  by  said  executor  or  his 
successor  in  said  trust  for  the  benefit  and  advantage  of  G.  R., 
in  such  good  and  productive  stocks,  bonds  or  mortgages  as 
will  produce,  if  possible,  a  sure  and  regular  income;  the  net 
income  of  said  fund  is  to  be  paid  over  to  G.  R.  annually,  dur- 
ing his  own  life,  my  object  being  to  secure  to  him  during  his 
own  life  the  use  and  enjoyment  of  the  net  income  of  said  fund; 
and  u{>on  the  decease  of  said  G.  R.,  the  principal  of  said  fund 
to  be  paid  over  to  my  nephew,  E.  W.,  for  his  use  and  benefit 
forever,  and  said  trust  thereupon  is  to  terminate;  and  to  said 
E.  W.,  his  executors,  administrators  and  assigns  I  now  give 
and  bequeath  the  remainder  in  the  principal  of  said  fund. 

By  this  will  M.  N.  was  appointed  executor  and  trus- 
tee and  required  by  the  testator  to  give  a  bond. 
,  254.  Schedule  of  property  left  by  testator. — 

Books  in  Library 9  9,000.00 

Clothing  and  Personal  effects 750.00 

Household  Furniture 1,000.00 

Caah  in  1st  National  Bank 9,000.00 

Cash  in  C.  Trust  Co. 10,000.00 

760  Shares  of  X.  Y.  Coal  Co.  $100.00  par 75,000.00 
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90  K.  K.  Bonds,  5%,  1920,  interest  payable  January  and  July  1st, 
purchased  in  1890  at  110.    10  of  these  bonds  beins  pledged 
to  the  Second  National  Bank  to  secure  a  loan  of  |6,000....  90,000.00 
BcHid  of  A.  B.  secured  by  first  mortgage  on  real  estate.    6%  in- 
terest due  June  30  and  December  31,  principal  due  1919. . . .  10,000.00 

Life  Insurance  Policy  payable  to  Estate 5,000.00 

Debt  of  C.  D 1,000.00 

Improved  Real  Estate 85,000.00 

Contract  for  purchase  of  real  estate  for  $1,500.00,  $500.00  having 
beoi  paid  by  testator  before  his  death'and  balance  of  $l/)00.00 

payable  Jan.  1,  1909 

Contract  for  sale  of  real  estate  for  $5,000.00,  $1,000.00  having 
been  received  by  the  testator  before  his  death  and  balance 

of  $4,000.00  due  March  31,   1909 4,000.00 

%  interest  with  E.  F.  in  realty  bought  by  testator  and  £.  F.  for 
$10,000.00   under   contract   providing   for   equal   division   of 

rents  and  amount  realized  on  sale 

%  interest  in  partnership  with  G.  H •• 

255.  Chronological  statement  of  facts. — 

1906. 

Oct  15,  Testator  dies,  leaving  no  widow  or  children  surviving  him. 
Oct  16,  Will  read.    M.  N.  receives  7%  dividend  on  X.  Y.  stock 

declared  Oct  10 5,950.00 

Nov.  16,  Will  admitted  to  probate  and  letters  testamentary  is- 
sued to  M.  N.  who  qualifies  as  executor. 
Nov.  17,  M.  N.  procures  certified  copies  of  will  and  letters  testa- 
mentary, paying  therefor  Appraisers  for  inventory  appointed         10.40 
Nov.  90,  M.  N.  reaves  from  Life  Insurance  Company  the  face 

of  policy  and  accrued  dividends 5,177.69 

Nov.  30,  M.  N.  pays  funeral  expenses 500.00 

M.  N.  pays  premium  on  executor's  bond 663.00 

M.  N.  commences  advertising  for  creditors,  paying 47.50 

Dec.  11,  M.  N.  completes  inventonr  and  pays  appraisers 30.00 

Dec.  13,  M.  N.  pays  taxes  accrued  at  death  on  real  estate 850.00 

Dec  13,  M.  N.  pays  taxes  accrued  at  death  on  personalty 300.00 

Dec  31,  M.  N.  advised  by  C  Trust  Co.  of  credit  for  interest  for 

six  months  to  date 300.00 

1909. 
Jan.  3,  M.  N.  receives  Interest  on  bond  of  A.  B.  for  six  months 

to  13/31/08   350.00 

Jan.  3,  M.  N.  receives  interest  on  K.  K.  Bonds  to  date,  13/31 /'OS. .       500.00 

Jan.  3,  M.  N.  pays  balance  due  on  contract  to  buy  realty 1,000.00 

Jan.  6,  M.  N.  learns  of  deposit  in  Savings  Bank  of 1,000.00 

and  interest  for  year  ended  13/31/'08 40.00 

Jan.  15,  M.  N.  pays  for  repairs  to  furniture 50.00 

Jan.  15,  M.  N.  pays  S.  T.  on  account  of  legacy 3,000.00 

Jan.  35,  M.  N.  sells  furniture  at  auction  for 800.00 

Jan.  35,  M.  N.  pays  auctioneer's  fees 30.00 

Mar.  31,  M.  N.  receives  balance  on  contract  to  sell  realty 4,000.00 

Apr.  1,  M.  N.  deposits  for  inheritance  tax 11,000.00 

July  3,  M.  N.  receives  interest  on  bond  of  A.  B 350.00 

July  3,  M.  N.  receives  interest  on  K.  K.  Bonds 500.00 

July  3,  Burglars  break  into  M.  N's  office^  crack  the  safe  and  steal 
from  it  the  estate  moneys  just  collected,  amounting  to  $750.00 
besides  cash,  securities  and  papers  belonging  to  M.  N.  per- 
sonally. 
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July  7,  M.  K.  anthoriiei  the  dnd  Natl  Bank  to  sell  the  10  K.  K. 
Bonds  pledged  to  it  and  satisfy  the  loan  therefrom.  The  sale 
realifes  net  $9,500.00  and  the  Bank  remits  to  M.  N.  which 

he  deposits  in  the  D.  Trust  Co Sy500.0e 

Aug.  14,  The  D.  Trust  Company-  fails. 

Aug.  16y  M.  K.  pays  counsel  fee  for  drawing  wiU 500.00 

Aug.  16,  M.  N.  pays  counsel  fee  for  probate  proceedings 100.00 

Aug.  16,  M.  N.  pays  sundry  debts  of  the  testator 4,7^0.00 

Aug.  SO,  the  real  estate  owned  with  £.  F.  is  sold  for  $12,000.00 
and  the  rents  collected  to  date  amounted  to  $800.00,  M.  N. 

receiving  from  £.  F 6,400.00 

Oct  1,  M.  N.  receives  7%  dividend  on  X.  Y.  Stock*  declared  Sep- 
tember 30th 5,250.00 

Oct  80,  M.  N.  pays  G.  R.  on  account  of  income  from  trust....  1,000.00 
Nov.  15,  M.  N.  pays  inheritance  tax  amounting  to  $10397.65,  re- 
ceiving cash  from  C  Y.  and  C.  D.  in  the  amounts  of  $4,507.75 
and  $17.50  respectively  for  their  proportions  of  the  tax,  and 
receiving  from  the  state  tax  officer  $602.35,  being  the  difference 
between  the  deposit  of  $11,000.00  and  the  amount  of  the  tax 
assessed  and  paid. 
Nov.  15,  M.  N.  withdraws  from  the  C.  Trust  Co.  and  deposits  with 
the  general  cash  $237.50,  the  amount  of  the  tax  on  £.  W.'s 
legacy. 

Nov.  15,  M.  N.  pays  renewal  premium  on  Executor's  Bond 442.00 

Nov.  30,  M.  N.  receives  from  D.  Trust  Ca  in  full  settlement....    3,000.00 
Nov.  30,  M.  N.  receives  from  G.  H.  in  liquidation  of  the  partner- 
ship       1,000.00 

Dec  2,  M.  N.  pays  taxes  on  personal  property  accrued  since  let- 
ters testamentary  were  issued 200.00 

Dec.  24,  M.  N.  pays  accountant's  fee  for  services  rendered  during 

the   administration 325.00 

Dec  31,  M.  N.  advised  by  C.  Trust  Co.  of  credit  for  interest  for 

year  ended  12/31/09 400.00 

Dec.  31,  M.  N.  pays  stationery  bill  to  date 130.00 

1910. 
Jan.  5,  M.  N.  advised  by  Savings  Bank  of  credit  for  interest  to 

date  of   40.00 

Jan.  5,  M.  N.  receives  interest  on  bond  of  A.  B 250.00 

Jan.  5,  M.  N.  receives  Interest  on  K.  K.  Bonds 250.00 

Jan.  5,  M.  N.  submits  final  accounting  for  judicial  settlement  of 
his  accounts  as  executor,  being  ^owed  $250.00  for  the  ex- 
penses of  the  accounting  and  $1,687.83  for  commissions. 
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256.  Explanation  of  the  method  followed. — The  fol- 
lowing sections  explain  in  detail  the  bookkeeping  neces- 
sary in  connection  with  the  transactions  set  forth  in  the 
chronological  statement  of  facts  (see  section  255),  de- 
scribing the  entries  and  designating  the  book  in  which 
they  are  made.  In  addition,  the  sections  give,  whenever 
necessary,  brief  explanations  of  rules  of  law,  principles 
of  accounting  or  customary  practices  involved  in  the 
transactions  and  the  records  of  them.  Cross  references 
are  given  to  other  sections  dealing  with  the  same  or  re- 
lated matters. 

Oct.  15,  1908.  A  memorandum  journal  entry  is  made  re- 
cording this  fact. 

267.  Memorandum  journal  entries. — ^It  is  advisable 
for  the  executor  to  keep  a  diary,  recording  in  it  the  de- 
tails of  important  transactions.  Then  if  his  conduct  be 
questioned  at  any  time  he  will  have  readily  available 
sufficient  memoranda  to  refresh  his .  memory.  Ordi- 
narily such  memoranda  can  conveniently  be  kept  in  the 
journal  in  the  form  of  memorandum  entries.  Such  en- 
tries should  state  facts  rather  than  conclusions  and  where 
possible  should  give  references  to  extraneous  documents 
and  files,  e.  g.,  the  folios  of  public  records  of  estate  docu- 
ments. This  latter  practice  will  save  much  time  in  the 
necessary  consulting  of  public  records. 
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Oct.  16f  1908.  A  memorandum  journal  entry  is  made  re- 
cording the  reading  of  the  will  and  the  steps  taken  by  the  ex- 
ecutor at  this  time  in  beginning  his  administration.  (See  Sec- 
tion «570 

258.  Cash  book. — The  cash  book  is  now  opened.  The 
first  line  on  thq  debit  side  (Form  74,  page  884)  is  left 
blank  in  order  that  cash  on  hand  at  the  time  of  death 
may  be  entered  as  soon  as  the  amomit  is  determined  by 
the  inventory.  (See  section  265.)  The  receipt  of 
$5,250.00  is  entered  on  the  second. line  and  credited  to 
estate.  This  entry  in  the  estate  accomit  is  made  on  the 
second  line,  the  first  line  on  the  credit  side  being  left 
blank  so  that  the  amomit  of  the  inventory  may  be 
entered  on  it  as  soon  as  that  amount  is  determined. 
(See  section  268.)  The  cash  book  should  record  only 
the  active  or  checking  bank  account  so  as  to  show  only 
the  funds  available  for  current  use;  all  inactive  deposits 
such  as  that  in  the  C.  Trust  Company  should  be  repre- 
sented on  the  ledger  by  separate  accounts. 

269.  Powers  and  duties  before  issuance  of  letters 
testamentary. — ^At  this  stage,  the  executor  is  under  the 
duty  to  do  anything  necessary  to  preserve  the  estate 
but  he  has  no  power  to  dispose  of  any  part  of  it  except 
in  the  payment  of  funeral  expenses.  He  should  give 
notice  of  the  death  to  life  insurance  companies  in  which 
the  deceased  had  policies  and  to  banks  in  which  the  de- 
ceased had  accounts.  Ordinarily  he  takes  the  initiative 
in  getting  the  will  admitted  to  probate,  but  any  inter- 
ested person  is  equally  entitled  to  do  so.  Receipts 
given  to  debtors  of  the  estate  by  the  executor  before  the 
issuance  of  letters  testamentary  are  valid  and  release  the 
debtors,  but  the  executor  can  not  require  payment  be- 
fore letters  are  issued. 
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260.  Custody  of  money  received. — (See  section  242.) 
Usually  there  can  be  no  better  use  for  cash  on  hand 
than  settling  current  demands  upon  the  estate.  But 
since  under  prudent  management  such  demands  are  not 
always  paid  at  once,  cash  on  hand  should  be  deposited 
in  some  bank  of  recognized  standing,  and  a  checking 
account  opened.  This  checking  account  need  not  be  in 
a  bank  paying  interest  but  if  the  account  is  large  and 
likely  to  remain  for  a  year  or  more  it  is  usually  possible 
to  secure  interest.  The  deposit  should  always  be  made 
with  a  designation  of  its  fiduciary  character.  While 
a  bank  will  ordinarily  allow  such  an  account  to  be 
opened  before  the  issuance  of  letters  it  usually  will 
not  honor  checks  until  it  is  served  with  the  letters 
testamentary. 

261.  Dirndends  as  principal  or  income. — The  profits 
of  a  corporation  remain  the  property  of  the  corporation 
until  a  dividend  has  been  declared;  they  then  become 
the  property  of  the  stockholders  of  record  at  the  date 
of  the  declaration  and  are  considered  in  law  as  earned 
by  the  stockholders  at  that  date,  regardless  of  the  time 
of  payment  of  the  dividend.  Since  the  dividend  here 
was  declared  prior  to  the  date  of  death  it  belongs  to  the 
principal  of  the  estate,  notwithstanding  the  fact  that  it 
was  not  received  until  after  the  date  of  death.  It  is 
accordingly  credited  to  "estate."  (See  section  248.) 
Inversely,  a  dividend  declared  after  death  belongs  to 
income,  although  the  profits  on  which  it  is  based  may 
have  been  earned  by  the  corporation  before  the  date  of 
death.  No  apportionment  of  dividends  is  possible  be- 
cause usually  it  is  not  known  when  the  profits  were 
actually  made  by  the  corporation,  especially  since  it  is 
the  general  rule  for  corporations  when  possible  to  keep 
their  dividends  uniform,  by  holding  back  enough  in  the 
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prosperous  years  to  make  possible  dividends  in  years 
when  there  have  been  no  current  profits. 
262.  Expense  principal. — 

Nov.  16,  1908.  A  memorandum  journal  entry  is  made  re- 
cording these  facts.     (See  Section  257.) 

Nov.  17}  1908.  This  payment  is  an  administration  expense 
and  accordingly  is  charged  through  the  cash  book  to  ^'expense 
principal.'^  It  is  not  posted  at  this  time  but  is  placed  in  a 
separate  column,  the  total  of  which  will  be  debited  to  the  **ex- 
pense  principal"  account  at  the  time  the  cash  book  is  closed. 
(See  Section  28S  and  Form  74,  page  S85.) 

A  memorandum  journal  entry  is  made  stating  the  names  of 
the  appraisers  appointed  and  the  persons  notified.  (See  Sec- 
tion 867.) 

All  the  legitimate  expenses  of  administering  the 
estate,  from  the  expenses  of  probate  to  those  of  the 
final  accounting,  are  chargeable  against  the  principal  of 
the  estate.  Decision  in  each  case  as  to  what  expenses 
are  proper  rests  with  the  court,  the  necessity  and  reason- 
ableness of  expenses  being  presumed.  Any  interested 
person  has  the  right  to  object  to  them  and  to  state  his 
reasons  for  objection.  The  character  and  the  net 
amount  of  the  estate  are  the  controlling  facts  to  be  con- 
sidered by  the  court.  In  general,  everything  will  be 
allowed  except  disbursements  for  matters  not  directly 
connected  with  the  business  of  the  administration.  For 
example,  lunacy  proceedings  against  a  widow  and  sole 
legatee  could  not  be  paid  for  as  an  expense  of  adminis- 
tration. The  executor  is  allowed  an  assistant  or  agent 
if  necessary,  but  the  executor  cannot  thereby  relieve 
himself  from  personal  responsibility.  For  a  discussion 
of  expense  income,  see  Section  282. 
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268.  After-acquired  assets. — 

Nov.  20,  1908.  This  receipt,  which  is  now  entered  in  the 
cash  book  represents  to  the  extent  of  $5,000,  the  face  value  of 
the  policy,  an  asset  known  at  the  time  of  death.  (See  "Schedule 
of  Property  Left  by  Testator,"  Section  264.)  This  asset  will 
be  recorded  on  the  ledger  as  soon  as  the  inventory  is  completed. 
(See  Section  266);  hence  $6,000.00  of  the  receipt  is  credited 
to  the  "life  insurance  policy"  account.  The  accrued  dividends 
of  $177.69  were  not  known  at  the  time  of  death  but  they  never- 
theless existed  at  that  time ;  accordingly  the  receipt  of  them  is 
credited  to  "estate."  The  posting  is  not  made  at  this  time  but 
the  item  is  entered  in  a  separate  column,  the  total  of  which  will 
be  credited  to  **estate"  at  the  time  the  cash  book  is  closed.  (See 
Section  284.) 

It  is  raxely  possible  at  the  beginning  of  an  adminis- 
tration to  discover  all  the  property  of  the  decedent. 
Very  often  there  are  accrued  interests  of  various  sorts 
which  are  unknown  to  the  executor  until  he  begins  to 
collect  the  assets.  Sometimes  an  entire  bank  deposit 
will  be  unknown  at  the  time  the  inventory  is  prepared. 
(See  Section  269.)  All  the  property  that  belonged  to 
the  deceased  at  the  time  of  his  death  constitutes  the 
principal  of  the  estate;  consequently  any  such  property 
discovered  after  the  books  have  been  opened  must  im- 
mediately be  credited  to  "estate." 

264.  Fimeral  expenses. — 

Nov.  SO,  1908.  All  of  these  payments  are  entered  in  the 
cash  book,  the  $500.00  being  debited  to  a  ^'funeral  expenses'' 
account  and  the  two  others  to  ^^expense  principaL"  It  is  de- 
sirable to  have  an  account  for  funeral  expenses  because  ordi- 
narily all  of  them  are  not  psiid  at  one  time.  This  account  is 
closed  into  "estate"  at  the  end  of  the  administration.  (See 
Section  284.)  The  premium  on  the  bond  and  the  expense  of 
the  advertising  are  proper  administration  expenses.  (See  Sec- 
tion 26S.) 
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A  memorandum  journal  entry  is  made  reciting  the  signing 
of  the  court  order  requiring  the  advertising.  (See  Section 
257.)  It  is  convenient  to  paste  a  printed  copy  of  the  adver- 
tisement in  the  journal  as  a  part  of  the  memorandum  entry. 

These  expenses  are  not  debts  of  the  testator  because 
they  were  riot  contracted  by  him,  but  since  public  policy 
dictates  that  every  deceased  person  should  be  buried  in 
a  way  suited  to  his  former  station  in  life  they  are  made 
preferred  charges  on  the  estate.  The  amount  paid  for 
funeral  expenses  is  subject  to  the  approval  of  the  court, 
the  law  prescribing  merely  that  it  must  be  reasonable  in 
view  of  the  circumstances  of  the  case.  Where  only  the 
rights  of  legatees  or  next  of  kin  are  involved  the  rule 
is  liberal,  often  to  the  extent  of  allowing  a  monument  or 
tombstone.  But  where  the  rights  of  creditors  might 
be  prejudiced,  the  rule  is  strict;  the  funeral  must  be 
plain  and  there  must  be  neither  monument  nor  tomb- 
stone. Funeral  expenses  include  not  only  the  expenses 
of  actual  burial  but  also  those  of  funeral  services  fit- 
ting to  the  station  and  reUgious  faith  of  the  deceased. 
They  may  also  include  a  reasonable  allowance  for  suit- 
able mourning  to  be  worn  by  relatives  of  the  deceased. 
In  one  case  where  the  estate  did  not  exceed  $500.00 
the  court  held  that  funeral  expenses  of  $829.50  were  ex- 
cessive and  suggested  that  $150.00  would  be  a  reason- 
able amount,  stating  that  if  the  executor  desired  a 
greater  display,  he  or  the  relatives  should  pay  for  it 
personally.  As  a  rule,  expenses  of  the  last  illness,  are 
not  given  the  preference  accorded  to  funeral  expenses 
but  are  treated  as  other  debts  of  the  testator.  (See 
Section  244.) 

265.  Inventory. — 

Dec.  11,  1908.  A  memorandum  journal  entry  is  made  stat- 
ing that  the  inventory  has, been  completed  and  filed  in  court 
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and  a  journal  entry  is  made  opening  the  estate  ledger.  The 
amount  of  cash  stated  in  the  journal  entry  as  on  hand  at  the 
time  of  death  is  now  entered  on  the  first  line  in  the  cash  book. 
(See  Section  258.)  This  amount  is  not  posted  from  the  jour- 
nal because  it  will  be  included  in  the  total  receipts  by  the  ex- 
ecutor which  will  be  debited  to  "cash**  when  the  cash  book  is 
closed.  (See  Section  288.)  Nor  is  this  amount  credited  to 
"estate"  from  the  cash  book  because  it  is  included  in  the  total 
credited  to  "estate**  from  the  opeiling  journal  entry. 

The  payment  of  $80.00  is  entered  in  the  cash  book  and 
debited  to  "expense  principal"  because  it  is  a  proper  adminis- 
tration expense. 

The  laws  of  the  several  states  vary  as  to  inventory 
requirements.  (See  Section  240.)  As  a  matter  of 
practice,  the  inventory  should  be  a  complete  list  of  all 
personal  property  left  by  the  testator,  classified  in 
schedules  and  summarized.  The  schedules  and  sum- 
mary should  be  prepared  by  the  executor  before  the  ap- 
praisal, the  enumeration  in  the  schedules  of  the  articles 
of  property  being  in  the  order  in  which  they  are  to  be 
found  in  the  rooms  of  the  house,  or  in  some  equally 
convenient  order,  so  that  the  work  of  the  appraisers 
who  receive  a  per  diem  compensation  will  consist  only 
in  checking  the  inventory  by  physical  examination  of 
the  assets  and  giving  to  each  asset  a  value  in  dollars  and 
cents. 

In  the  inventory  of  this  estate,  the  following  matters 
deserve  special  mention.  All  twenty  of  the  K.  K. 
Bonds  are  included  in  the  inventory  and  a  notation  made 
that  ten  of  them  are  pledged  at  the  bank.  It  is  not 
sufficient  to  state  only  the  estate's  interest  in  the  bonds 
after  deduction  of  the  $6,000.00  debt  because  the  ex- 
ecutor is  entitled  to  commissions  on  the  $6,000.00. 
(See  Section  295.)     For  the  same  reason,  the  debt  due 
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from  C.  D.  is  included  although  this  debt  is  canceled 
by  article  fifth  of  the  will.  (See  Section  258.)  The 
contract  for  the  purchase  of  the  real  estate  is  a  real  es- 
tate interest  and  therefore  not  included  in  the  inventory, 
although  the  purchase  price  must  be  paid  from  the  per- 
sonal estate  like  any  other  debt.  (See  Section  268.) 
The  contract  for  the  sale  of  the  real  estate  is  included 
and  valued  at  the  balance  due  from  the  vendee  since  the 
selling  price  when  received  will  form  part  of  the  per- 
sonal estate  instead  of  passing  to  the  devisee,  C.  Y.  to 
whom,  by  article  sixth  of  the  will  (see  Section  253),  is 
given  the  real  estate.  (See  Section  278.)  The  inter- 
est in  the  real  estate  held  with  E.  F.  is  not  included  in 
the  inventory  because  it  is  a  real  estate  interest.  (See 
Section  278.)  The  interest  in  the  partnership  with  G. 
H.  is  stated  as  one  of  an  unascertained  value  because 
there  is  no  practical  way  of  valuing  it.  In  other  sit- 
uations the  law  suggests  several  means  of  valuing  the 
interest  of  a  partner  in  a  firm's  business,  but  since  the 
executor  of  a  deceased  partner  is  entitled  to  an  account- 
ing from  the  surviving  partners  (see  Section  281),  the 
law  requires  him  to  state  the  interest  of  his  testator 
only  in  the  way  mentioned,  charging  him  later  with  the 
actual  amount  received  from  the  partnership  account- 
ing. (See  Section  281.)  A  memorandum  ledger  ac- 
count need  not  be  opened  for  this  interest;  consequently 
the  interest  is  not  included  in  the  opening  journal  en- 
try. 

266.  Taxes.— 

Dec.  is,  1908.  Both  payments  are  entered  in  the  cash 
book  and  debited  to  ^'debts  of  testator."  These  payments  are 
not  posted  at  this  time  but  are  entered  in  a  separate  column,  the 
total  of  which  will  be  debited  to  "debts  of  testator**  when  the 
cash  book  is  closed.     (See  Section  S83.) 
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Taxes  upon  both  kinds  of  property  are  in  theory 
debts  due  by  the  owners  of  the  property  to  the  govern- 
ment, although  in  practice  the  remedy  to  collect  them 
may  some  times  be  confined  to  a  sale  of  the  property 
taxed  without  recourse  to  a  personal  action  against  the 
owner  of  the  property.  The  debt  is  usually  considered 
to  arise  at  the  date  of  the  assessment  of  the  tax;  conse- 
quently taxes  are  debts  of  the  testator  if  they  were 
assessed  before  his  death.  Such  debts  are  usually  given 
preference  over  ordinary  debts.  (See  Section  244.) 
As  a  rule  there  is  no  apportionment  of  taxes  between 
principal  and  income,  as  they  are  regarded  as  absolute 
debts  at  the  date  of  their  assessment.  (See  Section 
248.) 

267.  Interest. — 

Dec.  81,  1908.  Since  the  C.  Trust  Company  deposit  is 
inactive,  it  has  a  separate  account  in  the  ledger.  (See  Section 
258.)  Consequently  a  journal  entry  is  made  debiting  the  trust 
company  and  crediting  the  apportioned  amounts  to  ^^estate"  and 
"income." 

Interest  is  apportionable  between  principal  and  in- 
come because  it  accrues  from  day  to  day.  It  is  unlike 
dividends  on  stock.  (See  Section  258.)  The  interest 
here  allowed  by  the  trust  company  is  apportioned  as 
of  Oct.  15, 1908,  the  date  of  death,  that  part  of  it  which 
had  accrued  at  that  date,  $116.67,  being  credited  to 
"estate"  as  an  after  discovered  asset.  (See  Section 
261.)  And  that  part  which  accrued  after  the  date  of 
death,  $88.88,  being  credited  to  "income."  ( See  Section 
248.)  For  the  apportionment  of  interest  on  savings 
bank  deposits,  see  Section  269. 

Jan.  S,  1909.  All  of  these  transactions  are  recorded  in  the 
cash  book,  the  interest  receipts  being  apportioned.     (See  Sec- 
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tion  267.)  And  the  payment  for  the  realty  debited  to  **debts 
of  testator."  The  proportion  of  the  interest  belonging  to 
^^income"  is  not  posted  at  this  time  but  is  entered  in  a  sep- 
arate column,  the  total  of  which  will  be  credited  to  **income" 
when  the  cash  book  is  closed.     (See  Section  28S.) 

268.  Testator's  contract  to  buy  realty. — ^When  the 
testator  entered  into  the  contract  to  buy  the  realty,  he 
intended  to  convert  personalty,  cash,  into  the  realty. 
Upon  the  signing  of  the  contract  he  incurred  a  debt  to 
the  amount  of  the  contract  price  which  debt  he  had  paid 
in  part  at  the  time  of  his  death.  Had  the  debt  been 
paid  in  full  and  the  realty  acquired  by  him  during  his 
life,  the  property  would  have  passed  to  the  devisee, 
C.  Y.,  under  article  sixth  of  the  will.  (See  Section 
258.)  The  right  under  the  contract  to  acquire  the 
realty  is  an  interest  in  the  realty  itself  and  therefore 
passes  to  C.  Y.  But  the  unpaid  portion  of  the  contract 
price  is  a  debt  and  must  be  paid  out  of  the  personal 
property  of  the  estate,  thereby  fulfilling  the  testator's 
intention  to  convert  personalty  into  realty.  C.  Y.  has 
a  right  to  compel  the  executor  to  pay  this  debt  and 
thereby  enable  C.  Y.  to  demand  a  conveyance  of  the 
property  to  C.  Y.  from  the  vendor.  Consequently  this 
payment  is  debited  to  "debts  of  testator''  and  the  prop- 
erty passes  to  C.  Y.,  the  devisee. 

269.  Savings  bank  interest. — 

Jak.  6,  1909.  Since  this  will  be  an  inactive  deposit  it  is 
not  taken  into  the  general  cash  of  the  estate.  (See  Section 
258),  but  a  journal  entry  is  made  debiting  the  savings  bank 
and  crediting  ^^estate"  with  the  original  amount  of  the  deposit, 
$1,000,  and  that  part  of  the  interest  which  had  accrued  at  the 
time  of  death,  $31.65,  and  crediting  ^4ncome"  with  the  balance 
of  the  interest,  $8.85. 
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There  is  some  conflict  in  the  law  as  to  whether  or  not 
the  so-called  interest  on  a  savings  bank  deposit  accrues 
from  day  to  day  and  thus  is  apportionable.  (See  Sec- 
tion 267.)  Some  decisions  maintain  that  a  savings 
bank,  strictly  speaking,  does  not  pay  interest  at  all, 
but  at  the  end  of  each  fiscal  period  declares  a  dividend 
on  the  amount  of  deposits  which  have  remained  with  it 
during  the  period,  which  dividend,  like  any  other  divi- 
dend, is  not  apportionable.  (See  Section  258.)  This 
is  evidenced,  they  say,  by  the  facts  that  no  rate  of  the 
so-called  interest  is  announced  at  the  beginning  of  the 
period,  that  no  so-called  interest  at  all  need  be  allowed 
by  the  bank  and  that  the  deposit  must  remain  with  the 
bank  during  the  entire  period  to  entitle  it  to  any  such 
allowance.  As  a  matter  of  practice  in  some  states  the 
inheritance  tax  assessors  do  not  apportion  the  so-called 
interest  but  claim  a  tax  only  on  the  amount  of  the  de- 
posit with  its  accretions  to  the  last  "interest  day"  pre- 
ceding testator's  death.  This,  however,  seems  to  be 
merely  a  rule  of  convenience  since  there  is  no  assurance 
that  the  executor  can  or  will  allow  the  deposit  to  remain 
with  the  bank  until  the  first  "interest  day"  succeeding 
testator's  death  and  thereby  secure  "interest**  which  can 
be  apportioned.  Where,  as  in  our  illustrative  case,  the 
tax  is  not  assessed  until  the  "interest"  has  actually  been 
received  there  would  seem  to  be  no  occasion  for  this  rule 
of  convenience.  As  a  matter  of  legal  principle,  it  seems 
difficult  to  distinguish  the  allowance  made  by  savings 
banks  upon  its  deposits  from  ordinary  interest.  It 
consists  of  a  certain  rate  per  cent  of  the  deposit  for  the 
period  of  time  the  deposit  has  remained  with  the  bank. 
The  facts  that  the  rate  is  not  fixed  until  the  end  of  the 
period  and  that  no  allowance  at  all  need  be  made  by  the 
bank  if  it  so  decides  do  not  affect  the  essential  nature 
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of  the  allowance  when  it  is  made.  Finally,  the  require- 
ment of  the  bank  that  the  deposit  remain  with  it  during 
the  entire  period  to  entitle  it  to  any  allowance  seems  to 
be  only  the  result  of  an  agreement  between  the  bank 
and  the  depositor  relating  to  the  latter's  right  to  collect 
the  allowance  from  the  bank;  it  does  not  bear  on  the 
question  whether  or  not  the  allowance  is  in  its  nature 
interest.  It  would  seem,  therefore,  that  this  allowance 
is  interest  and  accordingly  it  has  been  apportioned  as 
of  the  date  of  death.  It  would  likewise  be  apportioned 
even  though  the  inheritance  tax  were  assessed  and  paid 
before  the  interest  were  received;  if  in  that  event,  the 
interest  were  never  received  because  the  deposit  was 
withdrawn  before  the  right  to  collect  the  interest  arose, 
a  refund  of  the  tax  on  the  portion  of  the  interest 
credited  to  "estate"  could  be  secured. 

Jan.  16,  1909.  These  payments  are  entered  in  the  cash 
book,  that  for  the  repairs  being  debited  to  ^^expense  principal" 
and  that  to  S.  T.  being  debited  to  S.  T.'s  account. 

270.  Repairs  to  personal  property. — ^When  in  the 
executor's  judgment  repairs  to  personal  property  will 
facilitate  its  sale,  the  court  will  allow  the  executor  credit 
for  reasonable  expenditures  for  that  purpose.  The  ex- 
pense of  such  repairs  is  a  proper  administration  expense 
because  it  is  necessary  to  the  conversion  of  the  furniture 
into  cash  for  distribution.  Therefore  the  payment  for 
repairs  is  debited  to  "Expense  Principal."  (See  Sec- 
tion 262.) 

271.  Payment  of  legacies. — Sec  Section  245  for  a 
general  discussion  of  this  subject.  When  the  estate 
funds  are  sufficient  and  there  is  no  doubt  as  to  the  es- 
tate's solvency,  it  is  customary  to  pay  to  the  legatees 
upon  request  advances  on  their  legacies.     Since  legacies 
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are  subject  to  deductions  for  the  inheritance  tax  (see 
Section  274)  the  executor  should  deduct  the  amount  of 
the  tax  from  the  pajrment  to  the  legatee.  In  this  in- 
stance, the  payment  of  $8,000.00  on  a  legacy  of  $5,000.00 
leaves  an  ample  balance  from  which  the  tax  can  later 
be  deducted. 
272.  Sale  of  personalty. — 

Jan.  S5,  1909.  The  $800  received  from  the  sale  of  the 
furniture  is  entered  on  the  cash  book.  Since  the  furniture  is 
represented  on  the  ledger  as  worth  $1,000,  its  appraised  value, 
there  has  been  a  loss  on  this  sale  of  $S00.  The  furniture  ac- 
count must  be  closed  because  all  the  furniture  has  been  sold. 
This  is  accomplished  by  crediting  the  furniture  with  $1,000 
from  the  sundries  column  of  the  cash  book.  The  loss  of  $200 
is  debited  to  ^^estate,"  not  at  this  time,  but  by  entering  the 
amount  of  the  loss  in  a  separate  column  of  the  cash  book,  the 
total  of  which  will  be  debited  to  ^^estate"  when  the  cash  book  is 
closed.     (  See  Section  S88. ) 

The  payment  of  the  auctioneer's  fee  is  entered  in  the  cash 
book  and  debited  to  '^expense  principal"  because  it  is  a  proper 
administration  expense.     (See  Section  S62.) 

The  executor  has  a  right  to  sell  the  personalty  of 
the  estate  if  such  sale  will  facilitate  the  distribution  of 
the  estate.  The  sale  usually  may  be  either  public  or 
private.  Before  making  such  sale  the  executor  should 
inform  himself  as  to  any  law  which  may  require  a  cer- 
tain kind  of  sale  or  certain  notices  to  interested  persons. 
The  executor  is  not  responsible  for  loss  on  a  sale  if  the 
sale  is  made  in  good  faith  and  with  ordinary  prudence. 
Articles  not  necessary  for  the  support  and  subsistence 
of  the  family  and  not  specifically  bequeathed  must  be 
sold  first;  articles  specifically  bequeathed  must  not  be 
sold  until  the  residue  of  the  personal  estate  has  been  ap- 
plied to  the  payment  of  debts.    At  such  a  sale  the  ex- 
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ecutor  should  not  make  purchases  for  himself  without 
obtaining  the  court's  permission,  but  if  the  sale  is  at 
auction  and  it  is  apparent  that  a  material  loss  to  the 
estate  would  result  from  a  sale  to  an  outsider,  the  ex- 
ecutor may  bid  in  the  property. 
278.  TeHator's  contract  to  sell  realty. — 

Mab.  81, 1909.     This  receipt  is  entered  in  the  cash  book  and 
credited  to  the  "contract  for  sale"  of  "real  estate"  account. 

When  the  testator  entered  into  the  contract  to  sell 
the  realty,  he  intended  to  convert  it  into  personalty,  cash. 
Upon  the  signing  of  the  contract,  he  secured  an  obli- 
gation on  the  vendee's  part  to  pay  him  cash  to  the 
amoimt  of  the  selling  price  and,  in  turn,  the  testator's 
title  to  the  realty  became  subject  to  an  obligation  on 
his  part  to  transfer  it  to  the  vendee  upon  receipt  of  the 
selling  price.  Had  the  selling  price  been  received  by 
the  testator  prior  to  his  death,  he  would  have  trans- 
ferred his  title  to  the  realty  to  the  vendee  and  there 
would  have  been  no  interest  in  this  realty  to  pass  to 
C.  Y.,  the  devisee,  upon  the  testator's  death.  But  only 
part  of  the  selling  price  had  been  received  at  the  time 
of  death;  therefore  the  title  to  this  realty  remained  in 
the  testator,  subject  of  course  to  the  obligation  under  the 
contract  to  convey  it  to  the  vendee  upon  the  receipt  of  the 
bsClance  of  the  selling  price,  and  this  title  passed  at  the 
time  of  death  to  C.  Y.,  the  devisee.  C.  Y.,  however, 
could  receive  nothing  more  than  the  testator  had;  there- 
fore C.  Y.  took  the  land  subject  to  the  same  obligation. 
The  right  to  receive  the  balance  of  the  selling  price  was 
personal  property  and  therefore  became  part  of  testa- 
tor's personal  estate.  C.  Y.  secured  nothing  of  value 
when  title  to  this  realty  passed  to  him.  The  executor  had 
the  right  to  compel  C.  Y.  to  convey  his  title  to  the  ven- 
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dee  upon  the  latter's  paying  the  executor  the  balance  of 
the  selling  price,  thus  fulfilling  the  testator's  intention  to 
convert  the  realty  into  personalty.  The  receipt  of  the 
$4,000  is  credited  therefore  not  to  C.  Y.  but  to  the  "es- 
tate" by  crediting  the  account,  which  at  the  time  of  its 
creation  had  been  credited  to  "estate/*  (See  Section 
265.) 
274.  Inheritance  taw. — 

Afsii.  1,  1909.  This  payment  is  entered  in  the  cash  book 
and  debited  to  an  account  entitled  ^inheritance  tax  suspense." 

The  state  usually  levies  a  tax  upon  the  passing  of 
the  real  and  personal  property  of  a  decedent.  The 
theory  of  this  tax  may  be  that  the  tax  is  one  for  revenue 
only  or  that  the  state  desires  to  encourage  a  person's 
leaving  his  property  to  his  immediate  relatives,  since 
the  tax  upon  transfers  to  immediate  relatives,  such  as 
father,  mother,  husband,  wife,  child,  brother  or  sister 
is  nominal,  if  levied  at  all.  In  any  event,  the  tax  is 
levied  not  upon  the  property  which  passes  but  upon  the 
passing  itself  of  the  property  even  though  the  prop- 
erty may  be  exempt  from  taxation.  In  New  York, 
the  tax  is  known  as  the  transfer  tax.  The  tax  is  usually 
some  percentage,  such  as  five  per  cent  upon  a  total 
amoimt  passing,  exceeding,  say,  $500.  It  is  due  and 
payable  at  the  time  of  the  transfer,  that  is,  at  the  time 
of  death,  and  the  executor  is  generally  charged  with  the 
duty  of  paying  it.  The  tax  is  borne  not  by  the  estate 
but  by  the  persons  who  take  the  property  under  the  will; 
consequently  the  executor  must  reimburse  the  estate  by 
collecting  from  the  persons  who  take  the  property  the 
amounts  of  the  taxes  on  their  respective  shares.  A  cer- 
tain time,  usually  six  months,  is  allowed  the  executor  in 
which  to  have  the  tax  assessed  by  the  state  officers  and 
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in  which  to  pay  it.  Ordinarily  a  discount  is  allowed  the 
executor  if  the  tax  is  paid  within  this  time,  while  a 
penalty  is  attached  if  it  is  not  paid  within  some  longer 
period  of  time,  as,  for  example,  eighteen  months  from 
the  date  of  death.  To  enable  the  executor  to  take  ad- 
vantage of  the  discount  he  is  usually  allowed  to  deposit 
with  the  tax  officials  within  the  time  prescribed  a  sum 
sufficient  to  cover  the  tax. 

The  method  of  assessing  the  tax  is  a  matter  of  law, 
not  of  accoimting.  The  methods  of  calculating  the  tax 
vary  among  the  several  states.  The  general  method  of 
calculation,  however,  is  tx>  determine  the  tax  upon  each 
legacy  and  devise  including  the  residue  of  the  estate, 
the  residue  being  estimated  by  deducting  from  the  total 
assets  the  debts,  funeral  expenses,  expenses  of  adminis- 
tration and  executor's  and  trustee's  commissions. 
When  the  tax  is  paid  within  the  time  entitling  the  ex- 
ecutor to  the  discount,  the  benefit  of  the  discount 
should  be  given  to  all  persons  paying  any  part  of  the 
tax.  Otherwise  the  person  receiving  the  residue  of  the 
estate  would  be  enriched  by  the  amount  of  the  discount 
at  the  expense  of  the  other  beneficiaries.  In  this  es- 
tate the  executor  has  estimated  that  the  tax  will  amount 
to  about  $11,000;  accordingly  he  deposits  this  amount, 
subject  to  correction  when  the  tax  shall  have  been  as- 
sessed. 

275.  Loss  by  burglary. — 

JuxT  it,  1909.  These  receipts  for  interest  are  entered  in 
the  cash  book  and  credited  to  "income."  There  is  no  appoiv 
tionment  here  between  principal  and  income  because  the  interest 
accrued  after  the  date  of  death.  (See  Section  267-)  The  loss 
of  these  collections  by  the  burglary  is  likewise  entered  in  the 
cash  book  aijd  debited  to  "income.^  For  the  books  to  ignore 
these  transactions  would  be  improper  because  the  executor  Is 
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chargeable  prima  facie  with  the  amounts  collected  and  is  en- 
t  titled  to  commissions  for  having  received  them.     (See  Section 

5  «96.) 

V  A  memorandum  journal  entry  is  made  stating  in  detail  the 

circumstances  in  connection  with  the  loss.     (See  Section  257.) 


^  The  liability  of  the  executor  for  a  loss  such  as  this 

^  depends  upon  the  care  exercised  in  the  protection  of 
the  funds.  As  said  in  Section  242,  the  executor  must 
f  care  for  the  assets  of  the  Estate  as  diligently  as  he  would 
'  if  they  were  his  own  property.  The  executor  will  be 
required  to  make  good  the  loss  if  he  was  guilty  of  neg- 
f  ligence;  otherwise  he  will  not  be  charged  with  it.  In 
i  the  case  of  this  loss,  there  has  been  no  negligence  be- 

cause he  exercised  the  "common  or  ordinary  diligence 
which  men  of  common  prudence  generally  exercise 
about  their  own  affairs."  The  estate  money  was  placed 
in  the  safe  together  with  the  executor's  personal  cash 
and  securities,  temporarily,  imtil  it  could  be  deposited 
in  the  bank.  Since  the  money  stolen  belonged  to  "in- 
come," the  loss  of  it  is  charged  to  "income"  and  thus, 
does  not  fall  upon  the  general  assets  of  the  estate. 
276.  Sale  of  bonds. — 

July  7,  1909.     No  single  cash  book  entry  can  conveniently 

record  this  transaction;  hence  a  journal  entry  is  used,  debiting 

the  D.  Trust  Company  with  the  amount  of  the  deposit,  the 

'Mebts  of  testator"  account  with  the  $6,000.00  debt  paid  and 

the  "estate**  account  with  the  $500,  lost  on  the  sale  of  the  bonds 

and  crediting  the  K.  K.  Bonds  account  with  $10,000,  the  par 

value  of  the  bonds  sold.     The  trust  company  deposit  is  to  be 

inactive;  accordingly  it  is  not  included  in  the  cash  account. 

(See  Section  258.)     The  loss  on  the  sale  of  the  bonds  is  debited 

to  "estate**  to  correct  the  credit  to  that  account  for  the  par 

value  of  the  bonds  based  upon  the  inventory  appraisal.     (See 

Section  £65.) 
X — £6 
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277.  Li088  by  bank  failure. — 

Aug.  14»  1909.  A  journal  entry  is  made  closing  the  ac- 
count with  the  D.  Trust  Company  and  opening  a  new  account 
entitled  "D.  Trust  Company  Suspense.'*  This  is  necessary  so 
that  the  estate  ledger  will  not  show  as  a  good  asset  a  deposit 
which  is  admittedly  a  doubtful  one. 

If  the  bank  in  which  the  deposit  is  made  be  one  in 
good  standing  and  there  be  nothing  to  lead  a  reason- 
ably prudent  man  to  hesitate  to  deposit  his  personal 
funds  in  it,  the  executor  will  not  be  charged  with  a  loss 
through  the  failure  of  the  bank.  But  he  will  be  charged 
if  there  be  no  necessity  for  making  the  deposit  or  if  he 
deposit  money  when  there  is  a  duty  to  disburse  the 
money  at  once.  He  will  be  charged  also  if  he  make  the 
deposit  under  an  agreement  to  let  it  remain  a  certain 
length  of  time  or  if  he  may  through  the  exercise  of 
reasonable  prudence  have  ascertained  the  bank's  un- 
soundness. If  the  deposit  be  made  in  his  individual 
name  without  the  designation  of  his  fiduciary  char- 
acter he  is  absolutely  liable,  regardless  of  any  other  fact. 
(See  Section  242.) 

278.  Special  payments  and  ventures. — 

Auo.  16,  1909.  These  payments  are  entered  in  the  cash 
book,  the  first  and  last  being  debited  to  ^^debts  of  testator.'' 
The  second  is  debited  to  ^^expense  principal"  because  it  is  a 
proper  administration  expense.     (See  Section  S6^.) 

Aug.  so,  1901.  A  memorandum  journal  entry  is  made  re- 
cording this  receipt  and  the  payment  of  it  to  C.  Y. 

Where  money  has  been  invested  by  the  testator  on  a 
single  special  real  estate  venture  with  another  person, 
ordinarily  no  partnership  has  been  created,  the  parties 
being  merely  tenants  in  common.  Consequently  the 
interest  of  the  testator  in  this  venture  is  a  real  estate 
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interest  and  passes  to  C.  Y.,  who  is  entitled  to  this  re- 
ceipt of  $6,400.  The  receipt  by  the  executor  of  this 
amount  was  due  to  his  misunderstanding  of  the  law. 
In  his  hands  the  sum  constitutes  what  is  known  tech- 
nically as  an  independent  trust  for  the  benefit  of  C.  Y. 
and  it  does  not  form  any  part  of  the  estate  assets.  The 
executor  should  pay  it  over  to  C.  Y.  immediately,  mak- 
ing only  a  memorandum  journal  entry  of  it  upon  the 
estate  books.  Although  part  of  the  $6,400  consisted  of 
rents  collected  after  the  testator's  death,  these  rents  do 
not  form  part  of  the  estate  income  because  the  realty 
was  not  an  estate  asset.  If  any  part  of  the  rent  had 
accrued  prior  to  the  date  of  death,  such  part  would  be- 
long to  the  principal  of  the  estate.  Some  states  con- 
strue "accrued"  as  "due  and  payable"  and  thus  in  ef- 
fect do  not  apportion  rent  in  the  same  way  that  interest 
is  apportioned.  (See  Section  267.) 
27*.  Payments  on  the  trust. — 

Oct.  1,  1909.  This  receipt  is  entered  in  the  cash  book;  it 
is  credited  to  "income'*  because  the  dividend  was  declared  after 
the  testator's  death.     (See  Section  268.) 

Oct.  so,  1909.  This  payment  is  entered  in  the  cash  book; 
it  is  debited  to  an  account  entitled  "trustee,  income"  because  it 
is  a  partial  payment  of  the  income  due  to  the  trustee  under  the 
legacy  in  the  will.     (See  Section  253.) 

Under  article  seventh  of  the  will,  the  legatee  is  not 
G.  R.,  the  life  tenant,  or  E.  W.,  the  remainder  man, 
but  M.  N.  as  trustee.  Therefore,  the  only  pajrments 
on  this  legacy  which  M.  N.  as  executor  can  lawfully 
make  are  to  himself  as  trustee.  He  should  open  with 
himself  as  trustee  an  account  to  which  he  should  debit 
the  assets  set  aside  to  constitute  the  trust  fund  (see 
Section  248),  or  any  advances  made  to  either  bene- 
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ficiary  under  the  trust.  Since  the  executor  in  his  ac- 
counting must  distinguish  principal  from  income,  his 
books  should  show  on  which  account  payments  to  bene- 
ficiaries are  made.  Further,  to  avoid  the  labor  of 
analysis  that  would  be  entailed  on  the  accounting  if 
only  one  trustee  account  be  kept  for  both  principal  and 
income  transactions,  two  trustee  accounts  are  created, 
one  for  transactions  with  principal  and  one  for  trans- 
actions with  income.  These  accoimts  are  operated  like 
accounts  with  other  legatees  (see  Section  251).  M.  N. 
as  executor  need  take  no  receipt  from  6.  R.,  since  6.  R. 
has  no  status  in  the  administration  of  the  estate.  As 
trustee,  however,  M.  N.  should  take  credit  on  his 
trusteeship  books  (see  Section  251)  for  the  payment 
to  G.  R.,  which  payment  should  be  properly  evidenced 
by  G.  R.*s  receipt. 

280.  Inheritance  taw  payment. — 

Nov.  16,  1909.  The  total  receipt  on  account  of  the  tax 
deposit,  $5,157.60,  and  the  receipt  of  $287.60  from  the  C. 
Trust  Company  are  entered  in  the  cash  book,  the  former  being 
credited  to  "inheritance  tax,  suspense"  and  the  latter  to  the 
"C.  Trust  Company.**  The  payment  of  the  renewal  premium 
on  the  bond  is  entered  in  the  cash  book  and  debited  to  "expense 
principal.**     (See  Section  «6«.) 

For  a  discussion  of  the  inheritance  tax  see  Section 
271.  The  taxes  on  the  gifts  to  C.  Y.  and  C.  D.  could 
not  be  deducted  from  payments  made  to  them  by  the 
executor  because  the  gift  to  C.  Y,  consisted  of  real  es- 
tate and  books  and  that  to  C.  D.  of  the  cancellation  of 
a  debt  due  by  C.  D.  to  the  testator.  Consequently  the 
executor  collected  from  them  the  amount  of  the  taxes 
on  their  gifts.  These  amounts  together  with  the  re- 
fund by  the  tax  officials  of  the  excess  of  the  executor's 


Digitized  by 


Google 


ENTRffiS  UNDER  SYSTEM  405 

deposit  over  the  tax  as  assessed  are  credited  to  the  sus- 
pense account,  leaving  in  that  account  the  amount  paid 
by  the  executor  for  taxes  on  the  general  and  demon- 
strative legacies.  For  the  ultimate  disposition  of  this 
amount,  see  Section  288.  Since,  by  article  fourth  of 
the  will,  the  legacy  to  E.  W.  is  payable  from  the  C. 
Trust  Co.,  the  payment  of  the  tax  on  his  legacy,  which 
is,  in  effect,  an  advance  to  him,  should  be  made  from 
the  C.  Trust  Co.;  accordingly  the  executor  withdraws 
the  amoimt  of  the  tax  from  the  C.  Trust  Co.  and  there- 
with reimburses  his  general  cash  out  of  which  the  tax 
had  originally  been  paid  by  having  been  included  in  the 
$11,000.00  deposit. 
281.  Decedenfs  interest  in  the  partnership. — 

Nov.  80,  1909.  The  receipt  from  the  D.  Trust  Company 
is  entered  in  the  cash  book  in  the  same  way  that  the  receipt 
from  the  sale  of  the  furniture  was  entered.  (See  Secti(m  S72.) 
The  receipt  from  6.  H.  is  entered  in  the  cash  book  and  credited 
to  "estate.*^ 

For  a  discussion  of  the  executor's  liability  for  a  loss  by  bank 
failure,  see  Section  2T7.  Since  there  is  no  liability  in  this  in- 
stance, the  loss  is  debited  to  ''estate." 

A  partnership  is  dissolved  by  law  upon  the  death  of 
a  partner,  the  assets  of  the  partnership  passing  to  the 
surviving  partner  or  partners  subject  to  an  obligation 
to  dispose  of  them  in  winding  up  the  business  and  to 
account  to  the  estate  of  the  deceased  partner  for  his 
share  in  the  partnership  property,  including  the  good- 
will. The  executor  is  charged  with  the  duty  of  see- 
ing that  the  partnership  is  properly  wound  up  and 
that  the  surviving  partner  or  partners  render  to  him  a 
proper  accounting.  The  interest  of  the  deceased  in  the 
partnership  venture  is  of  course  an  asset  of  the  estate 
and  belongs  to  the  principal  thereof,  since  that  interest 
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although  not  exactly  determined  at  the  tune  of  death 
nevertheless  existed  at  that  time.  In  this  instance  the 
$1,000  received  by  the  executor  is  in  realization  of  that 
interest;  consequently  it  belongs  to  principal  and  is 
credited  to  "estate"  although  it  may  consist  in  part  of 
profits  earned  by  the  surviving  partner  in  the  process 
of  liquidating  the  partnership  business.  As  a  rule,  the 
executor  has  no  authority  to  interfere  with  the  surviv- 
ing partner  in  the  liquidation  of  the  partnership  busi- 
ness although  he  has  a  right  to  compel  him  to  use 
proper  and  fair  means  in  such  liquidation. 
282.  Expense  income. — 

Dec.  2,  1909.  This  payment  is  entered  in  the  cash  book 
and  debited  to  ^^expense  income"  by  being  placed  in  a  separate 
column,  the  total  of  which  will  be  debited  to  that  account  when 
the  cash  book  is  closed.     (See  Section  S83.) 

Expense  income  consists  of  the  expenses  of  collect- 
ing, managing  and  distributing  the  income.  Taxes  on 
personal  property  during  administration  are  properly 
included  in  such  expenses  because  the  income  is  being 
earned  by  this  property.  It  is  proper  that  the  i)ersons 
entitled  to  the  benefits  of  the  property  should  bear  the 
expense  of  preserving  it.  Other  examples  of  expense 
income  are  collection  fees  and  brokerage  fees  on  changes 
of  investments.  See  also  Section  296.  For  a  discus- 
sion of  expense  principal,  see  Section  262. 

288.  Entries  preceding  preparation  of  executor's  ac- 
count.— 

Dec  24,  1909.  This  payment  is  entered  in  the  cash  book; 
it  is  debited  to  ^'expense  principal"  because  it  is  a  proper  ad- 
ministration expense.     (See   Section  262.) 

Dec.  81,  1909.  A  journal  entry  is  made  charging  the  C. 
Trust  Company  and  crediting  "income"  for  the  interest  of  $400. 
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There  is  no  apportionment  here  because  the  entire  amount  of 
interest  accrued  after  the  date  of  death.     (See  Section  267.) 

The  payment  of  the  stationery  bill  is  entered  in  the  cash  book ; 
it  is  debited  to  ^^expense  principal"  because  it  is  a  proper  ad- 
ministration expense.     (See  Section  262.) 

Jan.  5,  1910.  A  journal  entry  is  made  debiting  the  Sav- 
ings Bank  with  $40.00  and  crediting  this  amount  to  "income." 
There  is  no  apportionment  here  because  this  interest  accrued 
after  the  date  of  death.  (See  Section  267.)  The  other  inter- 
est receipts  are  entered  in  the  cash  book ;  they  also  are  credited 
to  "income"  for  the  same  reason. 

The  preparation  of  the  executor's  account  for  pres- 
entation to  the  court  is  discussed  in  Chapter  XXIV. 
Preceding  this  preparation,  the  executor  should  credit 
all  legatees,  except  himself  as  trustee,  with  the  amounts 
of  their  legacies.  The  accounts  with  himself  as  trustee 
should  not  be  credited  at  this  point  because  the  amount 
to  be  given  to  himself  as  trustee  is  the  amoimt  remain- 
ing after  the  estate  has  otherwise  been  entirely  dis- 
tributed and  this  amount  can  not  be  determined  until 
after  the  final  accounting,  as  will  appear  in  Chapter 
XXIV.  He  should  then  close  the  nominal  accounts 
and  pay  all  legacies  that  can  conveniently  be  paid. 
Finally  he  should  prepare  a  trial  balance  which  will 
show  the  assets  on  hand  and  the  amounts  due  to  the 
trustee  as  principal  and  income  respectively.  The  de- 
tails of  his  procedure  are  as  follows: 

A  journal  entry  iis  made  crediting  C.  D.  with  $1,000.00,  C. 
Y.  with  $2,000.00  and  S.  T.  and  E.  W.  with  $6,000.00  each, 
the  amounts  respectively  of  their  legacies,  and  debiting  the  total 
of  $18,000.00  to  "estate,**  this  being  a  distribution  in  part  of 
the  capital  or  ownership  account. 

The  inheritance  tax  paid  by  the  executor  is  now  charged 
against  the  various  legatees  as  advances  made  to  them.     This 
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is  done  by  a  journal  entry  debiting  S.  T.  with  $237.50,  debit- 
ing E.  W.  with  $!eS7.50,  debiting  trustee,  principal*'  with 
$6,367.40  and  crediting  ^^inheritance  tax  suspense"  with  the 
total  of  $6,842.40,  which  closes  the  ^^suspense''  account.  These 
are  the  amounts  of  the  taxes  on  the  legacies  to  S.  T.  and  E.  W. 
and  on  the  estimated  residue  which  will  be  given  to  the  trustee. 
(  See  Section  274. )  No  part  of  the  tax  on  the  residue  is  charge- 
able to  ^Hrustee  income,"  because  only  property  existing  at  the 
time  of  death  is  taxed. 

The  accounts  of  the  legatees  other  than  C.  D.  now  show 
credit  balances  representing  the  amounts  due  them  on  their 
legacies.  C.  D.'s  account  is  closed  since  his  legacy  canceled 
the  debit  in  his  account  representing  the  debt  due  by  him  to 
the  testator.  Having  thus  determined  the  amounts  due  the 
legatees,  the  executor  pays  these  amounts  in  cash  or  property 
according  to  the  terms  of  the  will. 

The  asset  of  books  is  now  delivered  to  C  Y.  and  a  journal 
entry  made  debiting  him  with  its  appraised  value,  $2,000.00, 
and  crediting  the  ^'books''  account.  The  balance  due  £.  W., 
$4,762.60,  is  paid  him  from  the  C.  Trust  Company,  a  journal 
entry  being  made  to  debit  him  with  this  amount  and  credit  the 
C.  Trust  Company.  The  balance  due  S.  T.,  $1,762.60,  is  paid 
him  from  the  general  cash,  an  entry  being  made  in  the  cash 
book  debiting  his  account  with  this  amount. 

The  executor  now  closes  his  cash  book,  which  shows  a  balance 
on  hand  of  $13,643.39.  This  balance  is  carried  forward  to  re- 
open the  cash  book  for  recording  such  cash  transactions  as  oc- 
cur after  the  executor's  account  has  been  approved  by  the  court. 
The  cash  book  may  be  closed  as  often  as  convenient;  in  large 
estates  it  may  be  desirable  to  close  it  monthly.  From  the  debit 
side  of  the  cash  book,  the  total  receipts  are  debited  to  ^^cash,"  the 
total  income  credited  to  ^^income,?  the  total  gain  on  realization 
credited  to  ^^estate"  and  the  total  loss  on  realization  debited  to 
^^estate."  The  items  in  the  sundries  column  having  been  posted 
individually,  nothing  is  done  with  the  total  of  that  column. 
From  the  credit  side  of  the  cash  book,  the  total  payments  are 
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credited  to  cash,  and  the  total  expense  principal,  expense  in- 
come and  debts  of  testator  are  debited  to  those  accounts  respec- 
tively. The  total  of  the  sundries  column  is  ignored  for  the 
same  reason  that  the  corresponding  total  on  the  debit  side  of 
the  cash  book  was  ignored.  Journal  entries  are  now  made 
closing  the  nominal  accounts  by  debiting  ^^estate"  with  the  ex- 
pense principal,  funeral  expenses  and  debts  of  testator  and 
debiting  "income**  with  expense  income. 

A  trial  balance  of  the  estate  ledger  is  now  taken.  This  may 
conveniently  be  put  in  the  journal.  It  shows  that  the  assets  re- 
maining on  hand  including  the  advances  made  to  the  trustee 
on  account  of  principal  and  income  amount  to  $1SS340.79, 
which  is  the  total  of  the  amounts  at  present  due  to  the  trustee 
on  account  of  principal  and  income  as  shown  by  the  estate  and 
income  accounts  respectively.  With  the  books  in  this  condition, 
the  executor  is  now  ready  to  prepare  his  final  account  for  pres- 
entation to  the  court*. 
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CHAPTER  XXIV 

FINAL  ACCOUNTING 

284.  ^Accounting. — In  the  summary  of  the  exeeutor^s 
work  made  in  Section  249,  it  was  pointed  out  that  at 
the  end  of  his  administration  the  executor  must  render 
an  accounting  to  the  court  of  his  appointment.  Ordi- 
narily this  accounting  is  the  only  one,  and  is  called  the 
''final  accounting";  and  upon  it  and  on  the  basis  of  it, 
the  executor's  accounts  are  said  to  be  "judiciaUy  set- 
tled." But  where  the  administration  is  prolonged  or 
where  special  circumstances  make  it  advisable,  the  ex- 
ecutor may  volimtarily  render  or  he  may  be  compelled 
to  render  one  or  more  intermediate  accoimts.  Further, 
no  accounting  is  absolutely  final,  and  not  infrequently 
there  are  several  so-called  final  accountings  in  the  ad- 
ministration of  one  estate. 

285.  Effect  of  accounting. — ^An  accounting,  whether 
it  be  intermediate  or  final,  is  conclusive  only  as  to  mat- 
ters stated  in  it  and  only  as  to  persons  legally  notified 
of  it.  Consequently,  if  after  an  accounting  it  be  dis- 
covered that  the  executor  has  failed  to  account  for  an 
estate  asset,  or  that  a  person  interested  in  the  estate 
was  not  legally  notified  of  the  accounting  and  thereby 
suffered  an  impairment  of  his  rights,  the  executor  may 
be  called  upon  to  render  a  further  accounting.  The 
matters  as  to  which  an  accounting  is  conclusive  in  the 
absence  of  fraud  or  gross  inaccuracy  can  be  sum- 
marized as  follows: — 

418 
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1. — ^That  the  executor  has  charged  himself  with  all  the 
money  and  property  that  was  collectible  at  the  time 
of  the  accounting; 

2. — That  the  increases  and  decreases  in  the  estate  as- 
sets are  correctly  calculated; 

8. — ^That  the  executor  has  charged  himself  with  all  in- 
terest for  which  he  was  legally  accountable; 

4. — ^That  payments  made  to  creditors,  legatees  or  next 
of  kin,  and  for  administration  expenses  are  correct. 

286.  Time  of  accounting. — ^An  intermediate  account 
may  be  filed  voluntarily  at  any  time;  a  final  account 
may  be  filed  voluntarily  at  any  time  after  the  expira- 
tion of  the  period  allowed  for  the  administration  of  the 
estate.  The  circumstances  under  which  a  compulsory 
intermediate  or  final  account  may  be  ordered  are  pre- 
scribed by  the  laws  of  the  several  states.  The  ordering 
of  such  an  account  is  commonest  where  the  executor 
fails  to  account  voluntarily  at  the  expiration  of  a  rea- 
sonable time  after  the  period  allowed  for  administra- 
tion. An  account  can  commonly  be  ordered,  also,  for 
the  benefit  of  a  creditor  or  a  legatee  whose  claim  or  leg- 
acy has  not  been  paid. 

287.  Procedure  in  accov/nting. — The  usual  pro- 
cedure is  to  present  the  account  to  the  court  with  a 
petition  that  it  be  allowed.  Thereupon  the  court  noti- 
fies all  persons  interested  in  the  estate  that  on  a  fixed 
day  the  account  will  be  judicially  considered.  Prior 
to  that  day,  the  account  on  file  with  the  court  is  open 
to  inspection  and  on  the  day  named  the  court  will  en- 
tertain objections  to  it.  After  examining  the  account 
and  considering  any  objections  raised  against  it,  the 
court  renders  a  decision  allowing  or  refusing  to  allow 
the  account.     If  the  account  is  not  allowed,  one  satis- 
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factory  to  the  court  must  be  presented;  when  an  ac- 
count is  allowed,. the  court  renders  a  decree  of  distri- 
bution directing  the  executor  to  make  a  certain  pre- 
scribed distribution  of  the  estate  assets  then  remaining 
in  his  hands. 

288.  Form  of  account. — The  form  of  the  account  is 
seldom  prescribed.  Grcnerally,  the  law  only  states 
broadly  what  the  account  shall  show.  In  practice,  how- 
ever, each  state  has  a  form  which,  with  the  approval  of 
the  court,  has  become  customary.  These  forms  vary 
from  a  simple  statement  of  cash  receipts  and  disburse- 
ments, such  as  that  used  in  Ohio,  to  the  elaborately 
analyzed  form  used  in  New  York.  Where  there  is  a 
customary  form,  the  executor  should  use  it  to  facilitate 
the  handling  of  the  account  by  the  court  and  the  ex- 
amination of  it  by  interested  persons.  In  our  illus- 
tration the  New  York  form  is  adopted. 

289.  Vouchers  for  the  account. — The  executor  is 
usually  required  to  append  to  the  account  an  affidavit 
that  to  the  best  of  his  knowledge  and  belief  it  contains 
a  full  and  true  statement  of  all  the  estate  assets  that 
have  come  or  should  have  come  into  his  possession  or 
control  and  his  disposition  of  them.  Vouchers  for  pay- 
ments are  usually  required  except  for  small  payments 
not  exceeding  $20.00  individually  and  $500  in  the  ag- 
gregate, if  they  are  supported  by  his  uncontradicted 
oath  of  payment.  If  a  voucher  be  lost,  the  executor  is 
allowed  to  prove  the  payment  by  some  other  means. 
Vouchers,  however  numerous,  must  ordinarily  be  filed 
in  court  with  the  account. 

290.  M.  N/s  account. — The  New  York  form  of  ac- 
coimt  consists  of  a  summary  of  the  charges  and  credits, 
supported  by  schedules  of  the  details  and  by  certain 
affidavits.     The  summary  is  shown  in  this  section;  the 
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schedules  are  omitted  because  they  contain  nothing  of 
accounting  interest  and  the  affidavits  are  omitted  be- 
cause they  are  matters  of  legal  form  and  thus  beyond 
the  scope  of  these  chapters.  In  Section  291  the  com- 
position and  the  sources  of  the  figures  in  the  summary 
are  given. 

SUMMARY  OF  ACCOUNT 
First,  OB  to  Principal: 

I  CHABOB   MTBELF  WITH: 

Inventory    f  137,750.00 

Increases,  per  Schedule  **A" 8,013.60 

Total  Charges  9145,763.50 

I  CBEDIT  KTBELF  WITH: 

Loss  on  Sales,  per  Schedule  '^B" 900.00 

Loss  on  Bank  Failure,  Schedule  "B" 500.00 

Decrease  in  Inventory,  Schedule  ''B" 500.00 

Debts  not  CoUected.  Schedule  "B" 1,000.00 

Inventory  Unsold,  Schedule  "B** 95,750.00 

Funeral  and  Admin.  Exp.,  Schedule  "C". . .  9^16.90 

Debts  of  Testator,  Schedule  <'D" 13^00.00 

Advances  to  Legatees,  Schedule  '*£" 17,367.40 

Total  Credits  130,93430 

Leaving  a  Balance  of  Cash  of lijd99M 

Leaving  a  Balance  of  Property  per  Schedule 

"B"  of  95,750.00 

Total  Balance  of  Principal 110,579JS0 


Second,  ms  to  Income: 

I  CHABGB  MTSEUr  WITH: 
I  CUDIT  MTSKUP  WITB: 

Income  Receivedg  per  Schedule  '^Al" 7,344.19 

Loss  of  Income  per  Schedule  ''Bl" |  750.00 

Expenses  of  Income,  Schedule  'H^l'* 300.00 

Advances  to  trustee.  Schedule  **£r' 1,000.00 

Total  Credits 1,950.00 

Leaving  a  Balance  of  Cash  of. ...  • 5,394.19 


291.  Explanation  of  summary. — 
Separation    as    to    principal    and    income. — The 
executor  must  distinguish  his  receipts  and  disbursements 
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between  principal  and  income.  The  clearest  way  to  do 
this  is  to  have  one  summary  for  principal  and  another 
for  income.  The  supporting  schedules  may  conven- 
iently be  designated  by  the  same  letters,  those  for  in- 
come being  distinguished  by  the  number  **1"  added  to 
the  letter. 

Inventory. — ^This  figure  is  the  first  credit  in  the  es- 
tate account  on  the  ledger. 

Increases  per  Schedule  '^A.'* — These  increases  are 
the  other  credits  in  the  estate  account.  They  should 
be  listed  in  detail  in  Schedule  "A." 

Total  charges. — This  figure  is  the  sum  of  the  credits 
in  the  estate  account. 

Loss  on  sales  per  Schedule  ''B'^ — ^This  figure  is  the 
total  of  the  "loss  on  realization"  column  of  the  cash 
book  except  the  loss  by  the  failure  of  the  D.  Trust  Co. 
Losses  should  be  listed  in  detail  in  Schedule  "B." 

Loss  on  hank  failure  per  Schedule  ^'By — This  is 
not  a  loss  on  a  sale  and  therefore  it  is  stated  separately 
in  the  summary.  The  particulars  of  the  loss  should  be 
stated  in  Schedule  "B." 

Decrease  in  inventory  per  Schedule  *'B'* — This 
figure  is  the  amount  of  the  loss  on  the  forced  sale  of 
the  K.  K.  Bonds.  It  appears  as  a  debt  in  the  estate 
account  and  the  particulars  of  it  are  found  in  the  jour- 
nal entry.  These  particulars  should  be  stated  in 
Schedule  "B." 

Hehts  not  collected,  per  Schedule  ''Bf^ — ^This  figure 
is  the  amount  of  the  debt  due  by  C.  D.  Schedule  "B" 
should  state  the  reason  why  it  was  not  collected;  that  is, 
that  it  was  canceled  by  the  legacy  to  C.  D. 

Inventory  unsold  per  Schedule  ''B*' — ^The  amount 
of  this  item  is  determined  by  a  comparison  of  the  in- 
ventory, or  the  opening  journal  entry  which  contains 


Digitized  by 


Google 


FINAL  ACCOUNTING  4S8 

the  items  of  the  inventory,  with  the  trial  balance  before 
accounting.  Such  comparison  shows  that  the  follow- 
ing assets  listed  in  the  inventory  remain  on  hand: 

aothing $     750.00 

X.    Y.    stock 75,000.00 

K.  K.  Bonds 10,000.00 

A.  B.  Bond  and  M'tg** 10,000.00 

Total 995,750.00 

These  assets  should  be  listed  in  detail  and  the  executor's 
reasons  for  not  selling  them  should  be  stated  in  Schedule 
"B."  The  inactive  bank  accounts  are  considered  as 
cash  in  the  accoimt,  although  for  bookkeeping  conven- 
ience they  were  not  included  in  the  cash  account  on  the 
ledger. 

Funeral  and  ad/ministration  expenses  per  Schedule 
''Cy — This  figure  is  the  total  of  the  debits  in  the  ledger 
accounts  bearing  these  titles.     The  details  should  be 
stated  in  Schedule  '"C."    They  can  be  found  in  the  cash  * 
book. 

Hehts  of  testator  per  Schedule  ^'Df' — This  figure 
is  the  total  of  the  debits  in  the  ledger  account  of  this 
name.     The  details  should  be  listed  in  Schedule  "'D.'* 

Advances  to  legatees  per  Schedule  *'Ef* — This  fig- 
ure is  the  total  of  the  debits  in  the  legatees'  accounts 
in  the  ledger,  which  are  as  follows: — 

Trustee^   Principal f  536T.40 

S.   T 5,000.00 

B.  W 5,000.00 

C.  T »,000.00 

Total 17,367.40 

Schedule  '"E"  should  state  the  amounts  advanced  to 
each  legatee. 

Balance  of  cash. — ^The  total  charges  include  inven- 
toried assets  other  than  cash,  but  the  credits  by 
Schedules  "B"  and  "E"  credit  the  executor  with  ad- 
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justments  of  those  assets  and  with  such  of  those  assets 
delivered  to  legatees  or  not  sold  by  the  executor.  Con- 
sequently the  difference  between  the  total  charges  and 
the  total  credits  is  the  amount  of  cash  on  hand  belong- 
ing to  principal.     It  is  composed  of  the  following  items: 

C  Trust  Companj I  5,600.00 

SaTings  Bank 1,080.00 

GcDcral  Cash  to  balance 8,149JM) 

Total $l^S9M 

Sometimes  the  details  of  the  cash  balance  as  above 
are  stated  in  the  summary  but  that  does  not  seem  neces- 
sary. 

Balance  of  property  per  Schedule  "B/' — Since  the 
executor  has  taken  credit  by  Schedule  "B"  for  the  in- 
ventory unsold,  he  must  now  charge  himself  with  it  be- 
cause it  constitutes  part  of  the  estate  assets  remaining 
on  hand.  Credit  for  this  item  was  included  in  the 
summary  in  order  to  state  the  balance  of  cash  on 
hand. 

Total  balance  of  principal. — This  figure  is  the  bal- 
ance of  the  estate  account  shown  by  the  trial  balance 
before  accounting,  $115,946.60»  less  the  advance  to  the 
trustee  on  account  of  it,  $5,867.40,  or  $110,579.20. 

Income  received  per  Schedule  '^Al^ — This  figure  is 
the  total  of  the  credits  in  the  income  account  in  the 
ledger.  The  details  of  this  figure  should  be  stated  in 
Schedule  "Al." 

LiO^B  of  income  per  Schedule  '^Bl!' — This  figure  is 
composed  of  the  debits  in  the  income  account  represent- 
ing these  losses.  The  details  of  the  losses  and  the  ex- 
planations of  them  should  be  stated  in  Schedule  "Bl." 
;  Expenses  of  income  per  Schedule  ''Cl/* — This 
figure  is  the  total  of  the  debits  in  the  expense  account  in 
the  ledger.     These  expenses  should  be  shown  in  detail 
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in  Schedule  "Cl."  The  detail  can  be  found  in  the  cash 
book. 

Advances  to  trvstee  per  Schedule  ''Elf^ — This  figure 
is  the  total  of  the  debits  in  the  ledger  account  entitled 
"trustee,  income."  The  details  of  the  advances  should 
be  stated  in  Schedule  "El." 

Balance  of  Cash. — This  figure  is  the  balance  of  the 
income  account  shown  by  the  trial  balance  before  ac- 
counting, $6,894.19,  less  the  advance  to  the  trustee  on 
account  of  it,  $1,000.00,  or  $5,894.19. 

Proof  of  cash  balances. — The  amount  of  general 
cash  stated  in  the  first  summary  as  belonging  to  princi- 
pal, $8,149.20,  and  the  amount  of  cash  stated  in  the 
second  summary  as  belonging  to  income,  $5,894.19, 
equal  the -total  general  cash  on  hand,  $18,548.89,  as 
shown  by  the  trial  balance  before  accounting. 

292.  Decree  of  distribution. — The  decree  of  distri- 
bution in  the  hypothetical  case  is  not  shown  here  because 
it  is  a  matter  of  legal  procedure  and  thus  beyond  the 
scope  of  these  chapters.  It  directs  the  executor  to 
make  the  following  distribution  of  the  estate  assets  re- 
maining in  his  hands: — 

He  is  to  retain  for  himself  $250.00  for  the  expenses 
of  the  accoimting  and  $1,687.88  for  his  commission; 

He  is  to  pay  to  S.  T.  and  E.  W.  interest  at  6  per 
cent  from  November  15,  1909,  to  January  5,  1910,  on 
their  legacies; 

He  is  to  pay  to  himself  as  trustee  $6,827.04  to  apply 
on  the  balance  due  as  principal  and  $5,268.88  in  satis- 
faction of  the  balance  due  as  income; 

He  is  to  deliver  to  himself  as  trustee  all  the  remain- 
ing assets  in  satisfaction  of  the  balance  due  as  principal. 

For  convenience  in  these  chapters,  the  distribution  is 
recorded  on  the  executor's  books  as  of  January  5, 1910, 
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the  date  of  the  presentation  of  the  account,  althou^  in 
practice  the  distribution  could  not  be  made  until  the 
decree  of  distribution  had  been  rendered  by  the  court. 
This  decree  might  be  rendered  on  the  day  the  account 
was  presented  to  the  court  if  the  executor  had  secured 
from  all  interested  persons  signed  approvals  of  the  ac- 
coimt  and  waivers  of  their  rights  to  be  notified  of  its 
presentation.  When  such  approvals  and  waivers  are 
not  secured,  the  length  of  time  after  the  presentation  of 
the  account  before  the  decree  of  distribution  can  be 
rendered  varies  among  the  several  states. 

The  following  sections  describe  the  bookkeeping  nec- 
essary in  connection  with  the  distribution  directed  above 
and  give  any  necessary  explanations  of  rules  of  law  in- 
volved in  the  distribution.  , 

298.  Expenses  of  accounting. — The  payment  of 
$250.00  is  entered  in  the  cash  book  and  debited  to 
"estate"  because  it  is  a  proper  administration  expense. 
Since  there  are  so  few  entries  to  be  made  at  this  stage, 
the  nominal  accounts  are  not  re-opened,  and  accord- 
ingly, this  payment  is  debited  directly  to  "estate"  in- 
stead of  to  a  new  "expense  principal"  account. 

294.  Allowance  to  executor. — ^The  allowance  to  the 
executor  for  these  expenses  is  made  by  the  court  at  the 
time  of  the  accounting  and  consequently  can  not  be  in- 
cluded in  the  account  itself  as  a  disbursement  made  by 
the  executor  prior  to  the  accounting.  The  law  fixes  cer- 
tain amounts  to  be  allowed  and  gives  the  court  some 
discretion  in  making  further  allowances. 

295.  Commissions. — The  payment  of  $1,687.88  is  en- 
tered in  the  cash  book,  $1,611.85  being  debited  to 
"estate"  and  $75.98  being  debited  to  income.  It  is  not 
necessary  to  open  a  commissions  account  in  the  ledger, 
because  the  total  amount  of  the  commissions  and  the 
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distribution  of  it  between  principal  and  income  are 
shown  in  the  cash  book. 

Commissions  are  usually  a  fixed  percentage  of  the 
amount  of  the  estate  assets  received  and  disbursed. 
The  New  York  scale  of  commissions,  which  has  been 
used  in  this  hypothetical  estate,  is  5  per  cent  on  the 
first  $1,000.00»  2^  per  cent  on  the  next  $10,000.00  and 
1  per  cent  on  the  balance.  Commissions  are  allowed 
not  only  on  cash  received  and  disbursed  but  also  on  the 
inventoried  value  of  the  estate  assets  except  such  assets 
as  are  specifically  bequeathed.  Commissions  are  not 
allowed  on  specific  legacies.  The  theory  of  conmiissions 
is  that  they  are  for  both  receiving  and  distributing,  one- 
half  of  them  being  for  receiving  and  one-half  for  dis- 
tributing. Accordingly,  if  certain  assets  were  received 
by  the  executor  but  were  lost  during  the  administra- 
tion and  consequently  could  not  be  distributed  by  the 
executor,  they  would  be  included  among  the  total  as- 
sets received  in  the  computation  of  one-half  of  the  com- 
missions, but  excluded  from  the  total  assets  distributed 
in  the  computation  of  the  other  half  of  the  commis- 
sions. Examples  of  such  losses  are  that  of  $500.00  by 
the  faUure  of  the  D.  Trust  Co.  and  that  of  $750.00  by 
the  burglary.  When  there  has  been  a  loss  on  the  sale 
of  an  inventoried  asset,  such  as  the  $200.00  loss  on  the 
furniture  and  the  $500.00  loss  on  the  K.  K.  bonds,  the 
amount  of  the  loss  is  deducted  from  the  inventoried 
value  of  the  asset  as  a  correction  of  that  valuation  in 
the  light  of  later  experience.  Accordingly,  the  asset 
is  considered  as  having  been  received  and  delivered  at 
its  sale  value  and  the  one-half  of  the  commission  for  re- 
ceiving is  not  computed  on  the  basis  of  its  inventoried 
value.  In  the  computing  of  commissions,  principal  and 
income  must  be  considered  together  because  otherwise 
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the  first  $1,000.00  and  the  next  $10,000.00  would  ap- 
pear under  both  principal  and  income  and  the  compu- 
tation of  the  conmiissions  would  be  excessive.     Part  of 
the  expense  of  commissions,  however,  must  be  borne  by 
income,  and  the  fairest  method  of  fixing  the  amount  is 
to  pro  rate  the  total  commissions  in  the  ratios  that  the 
receipts  and  disbursements  on  account  of  principal  and 
income  bear  to  the  total  receipts  and  disbursements. 
Conmiissions  are  not  charges  against  the  legatees  as  are 
inheritance  taxes  but  are  paid  like  any  other  adminis- 
tration and  income  expense  and  accordingly  fall  upon 
the  residuary  legatee,  who  receives  what  remains  of  the 
estate  assets  after  the  expenses,  the  debts  and  the  other 
legacies  are  satisfied.    As  commissions  are  not  payable 
until  they  have  been  determined  by  the  court,  the  exec- 
utor has  no  right  to  retain  money  on  account  of  them 
prior  to  the  accounting,  but  he  may  protect  his  own  in- 
terests by  retaining  until  the  accounting  assets  are  of 
suiBdent  value  to  satisfy  his  claim  for  commissions. 

When  there  are  both  an  executor  and  a  trustee, 
whose  functions  are  distinct,  each  is  entitled  to  com- 
missions but  the  trustee's  commissions  must  not  be  con- 
fused with  those  of  the  executor.  In  our  hypothetical 
estate,  M.  N.'s  commissions  as  executor  have  been  de- 
termined; in  a  subsequent  accounting  by  M.  N.  as 
trustee  commissions  will  be  allowed  him  as  trustee  for 
receiving  and  distributing  the  residue  of  the  estate  as- 
sets and  the  income  from  them  which  he  as  executor 
has  turned  over  to  himself  as  trustee. 

296.  Interest  on  legacies. — (See  Section  245.) 

Interest  to  S.  T.  and  E.  W. — ^A  journal  entry  Is  made  debit- 
ing "income**  with  the  total  interest  allowances  and  crediting 
the  legatees  with  their  respective  amounts. 

The  payment  to  S.  T.  is  entered  in  the  cash  book  and  debited 
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to  S.  T.  The  payment  to  E.  W.  is  made  from  the  C.  Trust 
Company;  accordingly,  the  entry  recording  it  is  made  in  the 
journal. 

The  interest  is  calculated  from  one  year  after  the  is- 
suance of  letters  testamentary  to  the  date  of  the  pay- 
ment of  the  legacies.  It  is  a  proper  charge  against  in- 
come because  the  income  has  been  increased  by  the  ex- 
ecutor's retention  of  cash  which  should  have  been  paid 
to  ihe  legatees  at  the  expiration  of  one  year  from  the 
issuance  of  the  letters. 

297.  Closing  entries. — ^A  journal  entry  is  now  made 
closing  the  "estate"  and  "income"  accounts  by  trans- 
ferring their  balances  to  "trustee,  principal"  and 
"trustee,  income"  respectively.  The  residue  of  the  es- 
tate has  now  been  determined  and  nothing  remains  to 
be  done  but  to  deliver  to  the  trustee  the  remaining  es- 
tate assets  of  which  it  is  composed. 

298.  Payments  to  trustee  on  principal. — The  pay- 
ment of  $6,827.04  is  entered  in  the  cash  book  and 
debited  to  "trustee,  principal"  and  a  journal  entry  is 
made  debiting  "trustee,  principal"  with  the  total  of  the 
remaining  assets  other  than  the  general  cash  and  credit- 
ing the  accounts  representing  those  assets. 

299.  Distribution  of  assets. — The  assets  other  than 
cash  form  a  part  of  the  residue  of  the  estate  and  belong 
to  the  principal  of  the  trust  because  they  were  in  exist- 
ence at  the  time  of  death.  The  inactive  bank  accounts 
include  accretions  on  account  of  income  in  the  amounts 
of  the  interest  on  the  deposits  after  the  time  of  death  but 
since  there  is  sufficient  general  cash  to  pay  the  amount 
due  on  income,  it  is  not  necessary  to  divide  the  inactive 
bank  accoimts  by  paying  to  income  out  of  them  such 
part  as  represents  interest  and  paying  the  balance  to 
principal.     Accordingly,  the  inactive  bank  accounts  are 
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turned  over  to  the  trustee  as  principal.  But  the  total 
of  the  assets  other  than  the  general  cash  is  not  enough 
by  $6,327.04  to  satisfy  the  total  amount  due  as  princi- 
pal to  the  trustee  as  shown  by  the  credit  in  his  ledger 
account  of  the  former  balance  of  the  estate  account. 
Therefore,  enough  general  cash  is  given  the  trustee  to 
balance  his  account  as  to  principal. 

800.  Payments  to  trustee  on  income. — ^The  pay- 
ment of  $5,268.88  is  entered  in  the  cash  book  and  de- 
bited to  "trustee,  income."  The  cash  book  is  now 
closed  and  the  total  payments  are  credited  to  the  cash 
account  in  the  ledger.  There  is  now  no  balance  in  any 
ledger  account  and  all  the  ledger  accounts  should  be 
ruled  off  as  finally  closed. 

801.  Conclusion. — The  administration  is  now  com- 
pleted. The  executor  should  present  to  the  court 
vouchers  showing  that  he  has  made  the  final  distribution 
directed  by  the  court  and  should  have  his  executor's 
bond  canceled.  He  then  assumes  his  duties  as  testa- 
mentary trustee,  entering  into  entirely  new  relations 
with  the  court  and  the  beneficiaries  imder  the  trust. 

802.  Journal  of  the  estate  of  W.  R.  deceased. — 

Oct  15,  1908. 
W.   R.  died  this  day  leaving  no  widow  or  children  surviying  him. 

Oct  16,  1908. 
Will  read.  I  am  named  as  executor  and  testamentary  trustee.  I  noti- 
fied the  Life  Insurance  Company  of  the  death  of  W.  R.  and  opened  an 
account  in  the  1st  National  Bank  in  the  name  of  *The  Estate  of  W.  R., 
Deceased,  by  M.  N.,  Executor,"  the  bank  agreeing  to  transfer  to  the 
credit  of  the  new  account  the  balance  of  $9,000.00  now  standing  to  the 
credit  of  W.  R.  upon  my  serving  the  bank  with  a  certified  copy  of  my  Let- 
ters Testamentary.  I  filed  a  petition  for  the  admission  of  the  will  to  pro- 
bate. 

Nov.  16,  1908. 
Will  admitted  to  probate   and  Letters  Testamentary  issued   to  me. 
Will      recorded,  L.  869,  p.  501. 
Decree        "      ,  L.  184,  p.  162. 
Letters        "      ,  L.  297,  p.  172. 
Bond  "      ,  L.  442,  p.  185. 
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Nov.  17,  1908. 
J.  S.  and  H.  J.  appointed  appraisers  for  Inventory  and  due  notice  of 
appraisal  sent  to  C.  Y.,  S.  T.»  £.  W.»  and  C.  D.    Order  of  appointment 
filed. 

Nov.  90,  1908. 
Order  signed  by  judce  this  day  directing  me  to  insert  a  notice  once  in 
each  week  for  six  monUis  in  the  Journal  and  the  Olobe  requiring  all  per- 
sons having  claims  against  W.  R.  to  present  the  same  to  me.    I  directed 
said  papers  to  insert  the  following  notice: 

[COPY  OF  NOTICE] 
Dec  11,  1908. 

Inventory  completed  and  copy  with  my  oath  attached  filed  in  court 
Opened  the  Estate  Ledger  as  of  Oct  15,  1908,  with  the  following  entiy 
based  on  the  Inventory: 

CASH  $  9,000.00 

9  C  TRUST  COMPANY 10,000.00 

S  X.  Y.  STOCK 75,000.00 

3  K.  K.  BONDS 20/)00.00 

S  A.  B.  BOND  AND  MORTGAGE 10,000.00 

3  LIFE  INSURANCE  POLICY 5,000.00 

4  CONTRACT  FOR  SALE  OF  REALTY 4,000.00 

4  C.  D 1,000.00 

4  BOOKS   2,000.00 

4CLOTHING 750.00 

4  FURNITURE    1,000.00 

1         ESTATE 1137,750.00 

Dec.  31,  1908. 

f  C  TRUST  COMPANY 900.00 

1  ESTATE  116.67 

1  INCOME    83.33 

Interest  for  six  months  to  date  apportioned 
between  Principal  and  Income  as  of  the  date 
of  death,  Oct  15,  1908. 

Jan.  6,  1909. 

3  SAVINGS  BANK    1,040.00 

1  ESTATE    1,031.65 

1  INCOME    8.35 

Deposit  with  one  year*s  interest  to  19/Sl/*08 
discovered  this  day.  Interest  apportioned  be- 
tween Principal  and  Income  as  of  the  date  of 
death,  Oct  15,  'Oa 

July  9,  1909. 
(Detailed  description  of  loss  by  burglaiy, 
statinff  particularly  the  precautions  taken  to 
keep  me  money  safe  and  the  reason  why  the 
money  was  not  deposited  at  once^  i.  e.,  tnat  it 
was  received  after  banking  hours.  Description 
also  of  executor's  own  property  stolen,  to  show 
that  executor  used  the  same  care  in  keeping 
estate  funds  that  he  used  in  keeping  similar 
funds  of  his  own.) 

July  7,  1909. 

9  D  TRUST  COMPANY 3,500.00 

5  DEBTS  OF  TESTATOR 6,000.00 

1  ESTATE    500.00 
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8  K.  K.  BONDS $10,000.00 

Second  Nat'l  Bank  this  day  sold  the  ten 
K.  K.  Bonds  pledged  to  it,  the  sale  reaUxing, 
bet,  99,500.00,  out  of  which  the  bank  col- 
lected its  claim  of  $6,000.00  and  remitted  to 
me  $3,500.00  which  I  deposited  in  the  D.  Trust 
Company.  The  loss  of  $500.00  on  the  bonds  is 
charged  to  Estate. 

Aug.  14,  1909. 

2  D  TRUST  COMPANY,  SUSPENSE $  3,500.00 

9  D   TRUST   COMPANY 3^500.00 

D  Trust  Company  this  day  suspended  pay- 
ment 

Aug.  30,  1909. 
Receiyed  from  E.  F.  $6,400.00  in  liquidation 
of  testator's  interest  in  the  real  estate  ven- 
ture, the  property  having  sold  for  $12,000.00 
and  the  rents  accruing  since  his  death  having 
amounted  to  $800.00,  in  both  of  which  testator 
had  one-half  interest.  I  turned  £.  F's  check 
over  to  C.  Y.,  the  devisee^  by  endorsement 
without  recourse  and  made  no  entry  on  the 
Estate  books  other  than  this  journal  entry. 

Dec  31,  1909. 

9  C  TRUST  COMPANY 400.00 

1  INCOME    400.00 

Interest  for  one  year  ended  this  day. 

Jan.  5,  1910. 

3  SAVINGS  BANK    40.00 

1          INCOME 40.00 

,  Interest  for  one  year  ended  12/Sl/*09. 

1  ESTATE    13,000.00 

4  C.  D 1,000.00 

6          C.  Y 3,000.00 

6          S.  T 5,000.00 

6          E.  W 5,000,00 

Above  legatees  credited  with  their  respective 
legacies. 

6  S.  T 237.50 

6  E.  W 237.50 

6  TRUSTEE,  PRINCIPAL    5367.40 

5  INHERITANCE    TAX   SUSPENSE 5^42.40 

Above  legatees  charged  with  the  taxes  on 
their  respective  legacies,  said  taxes  having  been 
paid  out  of  estate  funds. 

6  C.  Y 2,000.00 

4  BOOKS    2,000.00 

C.  Y.  charged  with  books  delivered  to  him 
in  satisfaction  of  his  legacy. 
6  E.  W 4,762.50 

2  C  TRUST  COMPANY 4,762.50 

Payment  of  the  balance  due  on  E.  W^s 
legacy. 

1  ESTATE    15,616.90 

6         EXPENSE,  PRINCIPAL  1^16.90 

6         FUNERAL   EXPENSES    500.00 
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5  DEBTS  OP  TESTATOR f  18,300.00 

Above   nominal   accounts   dosed   by   being 
charged    against   the    residue   of    the   estate. 
1  INCOME f       800.00 

5  EXPENSE  INCX)ME 900.00 

Expense   Income  account  closed  by   being 
charged  against  the  balance  due  on  Income. 
Trial  baJanee  before  aecaunting, — 

1  ESTATE    115,946.60 

1  INCOME    6394.19 

9  CASH    13,54339 

9  C  TRUST  COMPANY 5,600.00 

3  SAVINGS  BANK    :...       1,080.00 

3  X.   Y.   STOCK 75,000.00 

3  K.  K.  BONDS 10,000.00 

3  A.  B.  BOND  AND  MORTGAGE 10,000.00 

4  CLOTHING    750.00 

6  TRUSTEE,  ADVANCES  A/C  PRINCIPAL...       5367.40 
6  TRUSTEE,  ADVANCES  A/C  INCOME 1,000.00 

t  _^^.^^_— ^^ 

9199340.79    $l!3d340.79 


Jan.  5,  1910. 

1  INCOME    54.38 

6  S.  T 14.69 

6  B.  W 39.69 

Interest  from  ll/15/*09  to  1/57*10  at  6%  al- 
lowed by  court  to  above  legatees. 

6  E.  W 39.69 

9         C  TRUST  COMPANY 39.69 

Payment  of  interest  on  legacy. 
1  ESTATE    114,084.75 

1  INCOME    6,263.83 

6  TRUSTEE,  PRINCIPAL   114,084.75 

6  TRUSTEE,  INCOME   6,363.83 

Trustee  credited  with  amounts  due  him  on 
Principal  and  Income  respectively. 
6  TRUSTEE,  PRINCIPAL   102390.31 

2  C  TRUST  COMPANY 536031 

3  SAVINGS  BANK 1,080.00 

3  X.   Y.   STOCK 75,000.00 

3         K.  K.  BONDS 10,000.00 

3  A.  B.  BOND  AND  MORTGAGE 10,000.00 

4  CLOTHING 750.00 

Trustee  charged  with  above  assets  de- 
livered to  him  In  partial  satisfaction  of  the 
balance  due  him  on  PrindpaL 
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QUIZ  QUESTIONS 

{The  numbers  refer  to  the  numbered  sections  in 
the  teivt.) 

CHAPTER  I 

INTEODUCTION 

1.  What  is  the  purpose  of  an  accounting  system? 
What  are  the  essential  points  to  be  considered  in  the 
installation  of  an  accounting  system? 

2.  In  what  respect  are  all  accounting  systems  simi- 
lar?   In  what  respects  do  they  diffqr? 

8.  Describe  the  initial  method  of  procedure  adopted 
by  the  accountant  in  the  installation  of  any  system. 

4.  Name  the  essential  books  of  a  concern  doing  a 
cash  business  and  show  the  inter-relation  of  these  books 
in  the  accounting  of  fiduciary  concerns. 

5*  State  the  functions  of  the  various  books  in  use  in 
a  business  whose  transactions  are  on  a  credit  as  well  as 
on  a  cash  basis. 

6.  State  the  relation  of  the  cost  books  of  a  manufac- 
tiujng  firm  to  the  principal  books  of  account. 

7.  In  what  respect,  if  any,  do  the  books  of  public 
utility  corporations  diflfer  from  those  of  other  indus- 
tries? 

8.  In  what  respect,  if  any,  do  the  accounting  systems 
of  public  service  corporations  differ  from  all  other  sys- 
tems? 
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CHAPTER  II 

BUSINESS  OF  A  BUILDING  AND  LOAN   ASSOCIATION^ 

9*  In  what  respect  did  the  savings  banks  fail  to  meet 
the  wants  of  the  community,  thus  leading  to  the  de- 
velopment of  building  and  loan  associations? 

10.  What  are  the  distinguishing  characteristics  of  a 
building  and  loan  association,  and  in  what  respect  does 
it  differ  from  a  savings  bank? 

11.  What  is  the  most  conmion  method  of  stock  issue 
by  a  building  and  loan  association,  and  how  is  it  paid 
for?    What  value  attaches  to  a  share  of  stock? 

12.  Name  the  various  plans  of  building  and  loan 
associations* 

18.  How  many  series  of  stock  does  the  terminating 
plan  comprehend  and  how  does  it  work  out? 

14.  What  is  the  chief  characteristic  of  the  serial  plan 
and  how  is  it  allied  to  the  terminating  plan? 

15.  In  what  manner  is  the  permanent  plan  different 
from  either  the  terminating  plan  or  the  serial  plan? 

16.  What  is  the  chief  feature  of  the  Ohio  or  Dayton 
plan  and  how  does  it  resemble,  and  at  the  same,  time 
differ  from,  a  savings  bank? 

17.  Describe  in  detail  the  method  adopted  by  build- 
ing and  loan  associations  with  regard  to  granting  loans. 

18.  Why  do  building  associations  grant  larger  loans, 
upon  the  same  securities,  than  other  financial  institu- 
tions? 

19.  What  are  the  most  common  methods  of  building 
associations  in  making  loans?  If  the  serial  payments 
are  applied  to  the  reduction  of  the  loan,  how  does  the 
association  derive  an  adequate  return  on  its  money? 

20.  What  important  features  are  enumerated  in  the 
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by-laws  of  the  Reliance  Building  and  Loan  Association 
which  the  foregoing  questions  do  not  cover? 

21.  What  fonnality  must  the  applicant  for  a  loan 
comply  with? 

22.  Point  out  the  principal  features  of  the  note  the 
borrower  is  obliged  to  sign. 

28.  What  is  the  method  of  calculation  in  order  to  ar- 
rive at  the  profit  of  a  building  association  operating 
under  the  "terminating"  plan? 

24.  In  associations  operating  under  other  methods 
than  the  '"terminating"  plan,  what  forms  of  calculations 
are  usually  adopted  for  the  equitable  distribution  of 
profits? 

25.  What  arithmetical  principal  is  involved  in  the 
distribution  of  profits  under  the  partnership  plan? 

26.  Based  upon  accounting  principles,  what  objec- 
ti(xiable  feature  is  involved  in  distributing  profits  under 
the  partnership  plan?  Under  what  circumstances 
would  such  a  distribution  prove  also  inequitable? 

27.  At  what  point  in  calculations  does  Dexter's  rule 
depart  from  the  partnership  plan?  How  does  it  avert 
the  inequitable  features  of  the  other  plan? 

28.  Describe  the  Withdrawal  plan  conmionly  em- 
ployed. 

CHAPTER  III 

ACCOUNTING  SYSTEM  0¥  A  BUILDING  AND  LOAN  ASSOCIA- 
TION 

29.  Enumerate  the  operations  of  a  building  societ}*^  in 
the  conduct  of  its  business.  Why  is  a  rigid  supervision 
of  its  accounts  essential? 

80.  What  are  the  prmcipal  books  used  by  a  building 
society? 
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81.  What  details  does  a  member's  pass-book  contain? 

82.  What  entries  appear  in  the  member's  roll  book 
and  with  what  other  book  entries  does  it  correspond? 

88.  What  entries  are  to  be  found  on  the  debit  side  of 
the  general  cash  book? 

84.  What  are  the  chief  columnar  sub-divisions  of  the 
credit  side  of  the  general  cash  book? 

85.  What   double   purpose   does   the  loan   register 
serve? 

86.  In  the  preparation  of  a  statement  of  assets  and 
liabilities  what  items  should  be  included? 


CHAPTER  IV 

ACCOUNTING   SYSTEM   OF  A  BUILDING   AND   LOAN 
ASSOCIATION    (continued) 

87.  What  records  are  essential  in  the  preparati(»i  of 
the  annual  report? 

88.  What  ledger  accounts  are  contained  in  the  State- 
ment of  Assets  and  Liabilities  of  the  Alliance  Building 
and  Loan  Association? 

89.  Through  what  method  of  accounting  practice  is 
the  grouping  of  the  different  cash  receipts  and  disburse- 
ments attained? 

40.  What  special  features  were  embodied  in  the  with- 
drawal plan  of  the  Alliance  Association? 

41.  What  statements  were  included  in  the  annual  re- 
port to  the  members? 

42.  What  are  the  duties  of  an  auditor  in  the  examina- 
tion of  the  accounts  of  a  building  and  loan  association? 

48.  Of  what  items  would  a  Statement  of  Receipts 
and  Disbursements  consist? 

44.  In  the  Statement  of  Assets  and  Liabilities  the 
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item  "accumulated  profits  $57,870.00,"  is  based  upon 
the  average  time  the  various  series  have  run.  What  is 
the  objectionable  feature  of  this  method  of  calculation, 
and  why  was  it  nevertheless  adopted  in  this  instance? 

45.  In  tracing  cash  discrepancies  what  aim  has  the 
auditor  in  view? 

46.  What  method  of  division  of  profits  is  adopted 
here?    Is  it  always  a  fair  method  to  adopt? 

47.  What  is  the  net  difference  in  the  amount  of  the 
distribution  of  the  profits  according  to  Dexter's  rule  and 
the  partnership  method?  Under  what  circumstances 
should  any  other  than  the  prevailing  method  be 
adopted? 

CHAPTER  V 

THE   INSURANCE   BUSINESS 

48.  Upon  what  law  are  all  forms  of  insurance  based? 
How  are  its  operations  explained? 

4&-50.  How  may  an  insurance  company  be  formed  in 
the  State  of  Pennsylvania?  What  must  the  articles  of 
agreement  specify?  What  minimum  par  value  must 
the  stock  have?  What  percentage  of  it  must  be  paid 
in  at  the  time  of  subscribing?  How  long  must  the 
books  for  subscription  be  kept  open?  What  proportion 
of  the  capital  stock  must  be  subscribed  for  and  paid  in 
before  the  company  may  incorporate?  What  must  be 
the  minimum  capital  of  a  fire  insurance  company?  A 
life  insurance  company?  A  health  and  accident  insur- 
ance company? 

51.  In  what  forms  of  securities  may  the  capital  stock 
of  an  insurance  company  be  invested? 

52.  In  what  forms  of  securities  may  the  reserve  funds 
be  invested?    If  the  law  respecting  investments  is  vip- 
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lated  and  a  loss  is  sustained^  who  is  held  liable?  Under 
what  circumstances  may  an  insurance  company  hold  real 
estate? 

58.  With  what  legal  regulations  must  an  insurance 
company  comply  with  respect  to  the  payment  of  divi- 
dends?   As  to  increase  in  capital  stock? 

54j,  What  is  the  principal  provision  respecting  the 
organization  of  a  mutual  company?  When  may  an  in- 
surance company  begin  business?  What  are  the  pro- 
visions respecting  the  accumulation  of  a  guaranteed 
capital? 

CHAPTER  VI 

LIFE   INSUEANCE 

55.  What  importance  attaches  to  the  mortality  table 
in  the  business  of  life  insurance?  What  tables  are  com- 
monly in  use  in  this  country? 

56.  What  is  the  significance  of  the  mortality  tables? 
What  is  the  underlying  principle  of  life  insurance  as  re- 
gards the  individual  members? 

57.  What  two  plans  of  life  insurance  premiums  are 
in  general  use?  What  are  the  advantages  and  disad- 
vantages of  the  "natural  premium  plan"? 

58.  What  premium  plan  do  fraternal  organizations 
use?    What  is  the  objectionable  feature  of  it? 

59.  In  what  respect  does  the  "reserve"  or  "level 
premium  plan"  diflfer  from  any  of  the  others,  and  how 
does  it  operate? 

60.  Upon  what  rate  of  return  on  investments  of  re- 
serve funds  do  life  insurance  companies  calculate?  De- 
fine a  life  insurance  company's  "surplus." 

61.  What  is  understood  by  "loading"?  "Cost  of  in- 
surance?" 
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62.  What  value  attaches  to  a  mortality  table  wliich 
also  shows  the  reserve  accumulation? 

68.  Explain  the  operations  of  this  mortality  table. 

64.  When  is  a  life  insurance  company  considered  to 
be  insolvent?  Does  the  general  ledger  of  a  life  insur- 
ance company  show  the  amount  reserved  on  every  out- 
standing policy? 


CHAPTER  VII 

ACCOUNTING    SYSTEM    OF   A   LIFE    INSURANCE    COMPANY 

65.  In  what  respect  does  the  accounting  system  of  an 
insurance  company  differ  from  that  of  mercantile  com- 
panies? 

66.  Name  the  principal  books  used  by  an  insurance 
company.  Name  some  of  the  subsidiary  books  and 
their  functions?  How  is  the  debit  and  credit  side  of 
the  cash  journal  arranged? 

67.  Explain  the  importance  of  the  general  ledger  of 
a  life  insurance  company.  Of  what  value  are  the  con- 
trol accounts  of  the  subsidiary  ledgers?    Why? 

68.  Explain  the  methods  and  purpose  of  keeping 
policy  holders*  accounts  by  lifq  insurance  companies, 
(a)  in  the  bookkeeping  department,  (b)  in  the  actual 
department. 

69.  How  is  the  amount  of  (a)  policy  holders'  over- 
due premiums  arrived  at?  (b)  the  company's  invest- 
ments? Name  the  subsidiary  books  kept  in  connection 
with  investments. 

70.  What  value  attaches  to  the  general  ledger  ac- 
counts of  a  life  insurance  company  with  respect  to  its 
annual  report? 

71.  Under  what  principal  divisions  are  the  annual  r^- 
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ports  of  life  insurance  companies  stated  when  filed  with 
the  various  insurance  commissioners? 

72.  In  what  important  respects  do  these  reports  dif- 
fer from  the  regular  annual  reports? 


CHAPTER  VIII 

FIBE   INSURANCE  ACCOUNTING 

78.  What  is  the  essential  similarity  of  all  insurance 
businesses?  What  are  the  principal  books  of  a  fire  in- 
surance company? 

74.  What  is  the  most  important  difference  between 
fire  insurance  and  life  insurance  companies  respecting 
premiums? 

75.  How  are  the  earnings  ascertained  on  (a)  one 
year  policies?     (b)  two  year  policies? 

76.  In  what  respect  is  a  fire  loss  treated  differently 
from  a  death  loss  by  the  different  companies?  What 
assets  of  fire  insurance  companies  do  the  state  insurance 
commissioners  exclude? 

77.  When  may  a  fire  insurance  company  pay 
dividends? 

78.  How  are  the  reserve  of  fire  insurance  companies 
calculated  on  (a)  one-year  policies,  (b)  two  year  poli- 
cies, (c)  three  year  policies? 

79.  State  the  principal  accounts  to  be  found  on  the 
books  of  a  fire  insiu'ance  agency. 

80.  As  an  agent  for  two  companies,  frame  journal 
entries  of  receipts  of  premiums  from  sub-agents,  and 
your  commission  on  the  insurance  written. 

81.  Account  for  the  differences  in  the  items  of  the 
opening  and  closing  of  Balance  Sheets. 
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CHAPTER  IX 

BANK  ACCOUNTING 

82.  In  what  sense  is  bank  accounting  like  that  of 
life  insurance  accounting? 

88.  In  what  sense  is  a  bank's  capital  identical  with 
that  of  an  insurance  company? 

84.  What  are  the  essential  features  of  bank  account- 
ing? 

85.  What  purposes  does  the  daily  statement  of  a 
bank  serve? 

86.  What  is  the  object  of  the  continuous  balance  of 
depositors'  ledgers? 

87.  What  is  the  best  method  of  preventing  errors  in 
the  posting  of  the  depositors'  ledgers? 

88.  What  means  are  conmionly  employed  by  banks 
against  defalcations  by  its  bookkeepers? 

89.  Describe  the  daily  routine  operations  of  a  bank. 

90.  Name  the  origin  of  most  of  the  entries  in  bank 
bookkeeping. 

91.  How  does  the  receiving  teller  dispose  of  (a) 
gold,  silver  and  bills,  (b)  route  or  hand  items,  (c)  for- 
eign checks,  (d)  exchanges,  (e)  cashier's  checks? 
Through  what  medium  is  the  depositor  credited? 

92.  How  may  a  debit  to  a  depositor's  account  orig- 
inate? 

98.  What  is  the  nature  of  the  notes  that  pass  through 
the  books  of  a  bank?    Formulate  an  entry  (in  journal 
form)  on  the  bank's  books  of  (a)   demand  loan,   (b) 
"bills  discounted"  and  "bills  purchased." 
payment  of  loan  and  interest.    Distinguish  between 

94.  When  is  the  "Cashier's  Checks"  account  (a) 
debited,  (b)  credited? 
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95.  In  what  respect  is  a  certified  check  different  from 
an  ordinary  check? 

96.  What  entry  would  a  check  returned  "not  good" 
require?  Through  what  book  of  original  entry  would 
it  be  made? 


CHAPTER  X 

BANK  ACCOUNTING    (CONTINUED) 

97.  In  what  important  respect  does  the  general 
ledger  of  a  bank  differ  from  that  of  a  life  insurance 
company? 

98.  What  are  the  functions  of  the  general  journal  in 
the  accounting  system  of  a  bank? 

99.  State  the  colunmar  rulings  of  the  "discount  reg- 
ister" and  how  the  daily  summaries  are  posted. 

100.  What  relation  does  the  "discount  tickler"  bear 
to  the  "discoimt  register"? 

101.  What  is  the  purpose  of  a  "collection  register"? 

102.  What  record  does  the  "certified  check  register" 
supply?  f 

103.  What  relation  is  there  between  the  cashier's 
check  book  and  the  "cashier's  check"  account  in  the 
General  Ledger? 

104.  From  an  examination  of  the  balance  sheets 
of  the  various  banking  institutions,  which  one's  busi- 
ness activities  are  most  comprehensive  in  character,  and 
which  are  most  strictly  defined? 

105.  In  the  trial  balance  of  a  savings  bank  (a)  what 
assets  are  common  to  the  other  financial  institutions? 
(b)  what  assets  are  not?  (c)  what  liabilities  are  com- 
mon to  all?  (c)  what  liabilities  are  not? 

106.  In  a  savings  bank  audit  what  assets  may  bfe 
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verified  (a)  by  a  physical  examination?  (b)  by  docu- 
mentary proof?  (c)  indirectly? 


CHAPTER  XI 

BBEWEBY  ACCOUNTING 

107.  In  what  respect  are  the  accomits  of  a  brewery 
in  New  York  City  unique  and  in  what  respects  are  some 
of  the  records  common  to  all  breweries  throughout  the 
United  States? 

108.  What  purpose  does  the  "contract  record*'  serve 
and  to  what  general  ledger  accoimts  is  it  related? 

109.  What  importance  attaches  to  the  ^'CJoods  Re- 
ceived Memo."? 

110.  What  general  ledger  accounts  are  aflFected  by 
entries  made  or  omitted  to  be  made  on  the  "stock 
cards"? 

111.  From  what  different  sources  would  (a)  the 
debit  entries,  (b)  the  credits  entries,  affecting  the 
"stock  book,"  be  collated? 

112.  What  special  feature  attaches  to  the  invoice 
book  suggested  and  under  what  circumstances  would  its 
operation  not  be  advisable? 

118.  Describe  the  operations  of  the  "day  sheet." 
How  is  the  unrecorded  shipment  of  goods  prevented? 

114.  How  does  the  sales  book  operate  and  what  are 
its  special  features? 

115.  What  is  the  method  of  billing  and  with  what 
subordinate  record  does  the  result  check? 

116.  What  purposes  does  the  collection  sheet  serve? 

117.  What  are  the  chief  columnar  sub-divisions  of 
the  cash  debit  book? 

118.  Explain   the   relation   between   the   collectors' 
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sheets,  cash  received  book  and  ledgers.  How  are  cash 
disbursements  handled,  and  what  are  the  chief  columnar 
sub-divisions  of  the  cash  paid  book? 

119.  What  method  is  adopted  here  in  the  handling 
of  cash  receipts  and  payments  in  the  absence  of  an  im- 
prest cash? 

120.  What  is  the  peculiar  feature  of  the  customers' 
ledger? 

121.  In  what  respects  does  the  simdry  debtors' 
ledger  diflFer  from  the  customers'  ledger? 

122.  What  are  the  functions  of  the  journal  in  brew- 
ery accoimting? 

128.  Does  the  generid  ledger  of  a  brewery  contain 
every  entry  that  is  to  be  found  in  the  subsidiary 
ledgers? 

124.  In  what  relation  does  the  trial  balance  of  a  sub- 
sidiary ledger  stand  to  that  of  the  general  ledger? 

CHAPTER  XII 

THE  DEPARTMENT  STOBE 

125.  Explain  the  fundamental  feature  in  the  organi- 
zation of  a  department  store. 

126.  What  economic  piu'poses  do  department  stores 
serve? 

127.  What  means  do  they  adopt  in  centering  public 
attention  to  their  wares,  and  what  are  their  methods  in 
utilizing  those  means? 

128.  Because  of  what  special  reason  have  department 
stores  an  advantage  over  single-line  stores  in  enlisting 
capital? 

129.  What  important  part  does  borrowed  capital 
play  in  the  organization  of  a  department  store? 
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180.  Describe  the  financial  operations  of  a  depart- 
ment store  managers  looking  to  the  enlisting  of  bor- 
rowed capital. 

181.  In  serving  a  public  want,  what  particular 
branch  of  the  department  store  contributes  to  its  suc- 
cess? 

182.  Describe  the  methods  in  use  bearing  upon  de- 
partment store  purchases. 

188.  To  prevent  over-stocking  or  under-buying  to 
what  expenditures  are  department  stores  obliged  to  re- 
sort? 

184.  What  different  purposes  does  the  branch  of- 
fice serve? 

185.  Upon  what  basis  is  the  accounting  system  of  a 
department  store  foimded? 

CHAPTER  XIII 

DEPABTMENT  STOBE  ACCOUNTINO 

186.  Into  what  departments  is  the  "general  oflBce" 
divided?     State  the  functions  of  each. 

187.  How  are  the  departments  organized? 

188.  What  are  the  two  primary  functions  of  the 
bookkeeping  department? 

189.  Give  an  outline  of  the  routine  attending  the 
ordering  of  goods. 

140.  Explain  the  process  observed  in  receiving  goods 
and  the  reasons  therefor. 

141.  In  the  auditing  of  purchases,  point  out  the 
double  checking  feature  of  the  original  invoice  figure. 

142.  Describe  the  manner  of  paying  of  invoices. 
148.  What  system  of  identification  of  employes  is 

commonly  adopted? 


Digitized  by 


Google 


448  ACCOUNTING  SYSTEMS 

144.  With  respect  to  sales,  how  are  (a)  cash  trans- 
actions handled,  (b)  credit  sales,  (c)  c.o.d.  sales? 
What,  if  any,  audit  feature  is  lacking  in  connection 
with  any  of  the  selling  methods? 

145.  In  view  of  the  great  number  of  department, 
employes,  classes  of  goods  handled,  etc.,  what  kind  of 
audit  can  satisfactorily  be  performed  in  a  department 
store? 

146.  How  are  the  cash  sales  audited?  In  the  proc- 
ess of  this  audit  the  work  of  what  classes  of  employes 
is  involved? 

147.  What  is  the  purpose  of  the  transfer  sales  card? 
Does  it  operate  only  with  regard  to  cash  sales? 

148.  Explain  the  fimctions  of  the  balance  report. 
What  three  classes  of  transactions  does  it  embody? 
How  are  (a)  shortages  in  cash  treated,  (b)  surplus 
cash? 

149.  What  double  purpose  does  the  cashier's  report 
serve? 

150.  Describe  the  manner  of  auditing  charge  sales. 

151.  Explain  the  process  of  billing  goods  to  custom- 
ers? What  bookkeeping  and  also  auditing  features  are 
involved? 

152.  How  are  direct  expenses  and  indirect  expenses 
allocated  to  departments? 

158.  In  what  important  respects  would  the  annual 
report  of  a  department  store  differ  from  or  correspond 
to  (a)  building  and  loan  association?  (b)  life  insurance 
company?  (c)  fire  insurance  company?  (d)bank?  (e) 
brewery? 
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CHAPTER  XIV 

GAS  ACCOUNTING 

154.  With  what  two-fold  problems  does  gas  account- 
ing deal? 

155.  Name  the  principal  books  of  a  gas  company. 

156.  For  what  reason  is  the  general  ledger  of  a  gas 
company  the  most  important  book? 

157.  What  useful  purpose  is  served  by  the  detailed 
classification  of  the  general  ledger  entries? 

158.  In  what  respects  are  the  methods  of  making 
purchases  by  a  gas  company  (a)  different  from  that  of 
(1)  a  department  store?  (2)  brewery?  (b)  Similar? 

159.  Through  what  method  are  gas  companies  en- 
abled to  keep  fairly  accurate  book-inventories? 

160.  Describe  method  of  invoice  payments. 

161.  In  addition  to  the  income  from  the  manufacture 
of  illuminating  gas,  what  other  soiux^s  of  income  does  a 
gas  company  have,  and  how  are  such  sources  of  income 
availed  of? 

162.  What  do  the  follovring  accounts  on  the  books 
of  a  gas  company  denote  (a)  coke  expense,  (b)  am- 
moniacal  liquor  expense,  (c)  tar  expense?  Of  the  sys- 
tems studied  what,  if  any,  related  accounts  correspond 
to  these? 

168.  Explain  the  method  of  handling  (a)  the  ex- 
pense in  the  preparation  of  the  coke  for  the  market, 
(b)  valuation  of  the  product,  (c)  sale  of  the  product, 
(d)  disposition  of  the  difference  between  valuation  and 
sales  price  of  the  product. 
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CHAPTER  XV 

OAS  ACCOUNTING    (CONTINUED) 

164.  What  constitutes  a  gas  company's  basis  for 
charges? 

165.  Explain  the  workings  of  the  slot  meters  and 
how  the  proceeds  of  same  are  recorded  in  the  books  of 
the  company  by  means  of  printed  forms, 

166.  In  what  important  essentials  does  the  form  re- 
cording the  consmnption  of  gas  through  regular  meters 
diflFer  from  that  of  the  slot  meters? 

167.  Describe  the  operations  of  the  Customers' 
Ledger, 

168.  What  method  exists  in  billing  customers? 

169.  Explain  the  special  features  of  the  daily  cash 
receipt  book. 

170.  In  what  important  essentials  does  the  general 
cash  book  differ  from  the  daily  cash  book?  How  are 
the  revenue  accounts  handled? 

171.  Explain  the  method  of  posting  the  cash  debits. 

172.  How  is  the  time  of  outside  workmen  (a)  re- 
corded? (b)  distributed?  (c)  how  is  the  distribution 
checked? 

178.  Explain  the  method  of  posting  the  cash  credits. 
How  are  the  charges  made  to  the  different  operating  ac- 
countSy  based  upon  the  classification  of  the  payroll? 

174.  What  purposes  do  the  monthly  profit  and  loss 
statements  serve?    How  are  these  statements  prepared? 

175.  From  the  trial  balance  as  well  as  other  data  pre- 
sentedy  prepare  (a)  a  manufacturing  statement,  (b) 
profit  and  loss  statement,  (c)  balance  sheet. 
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CHAPTER  XVI 

BAILBOAD  ACCOUNTINQ 

176.  State  the  primary  sources  of  income  of  a  rail- 
road system. 

177.  State  the  secondary  sources  of  income. 

178.  In  the  income  derived  from  the  transportation 
of  passengers,  what  standard  of  charges  prevails? 

179.  Name  the  principal  classifications  upon  which 
freight  charges  are  based. 

180.  In  what  respect  does  the  accounting  system  of  a 
raiboad  company  express  its  relation  with  (a)  the  pub- 
lic? (b)  "foreign"  lines  or  its  own  lines  operated  sepa- 
rately? (c)  its  own  organization? 

181.  Name  the  various  departments  of  the  Pennsyl- 
vania Railroad  Company.  What  is  the  relation  of  the 
general  department  to  the  other  departments?  Under 
whose  direction  is  the  accounting  department?  Name 
the  five  auditors  in  the  order  of  their  importance. 

182.  What  are  the  main  classifications  of  passenger 
tickets?    On  what  basis  is  passenger  revenue  figured? 

188.  Describe  the  routine  followed  in  supplying  sta- 
tion agents  with  passenger  tickets. 

184.  What  are  the  special  features  of  the  ticket  in- 
voices and  the  ticket  ledgers? 

185.  Describe  the  various  purposes  of  the  agents' 
daily  reports. 

186.  In  what  distinctive  manner  do  the  monthly 
agents'  reports  differ  from  daily  reports? 

187.  Explain  the  method  of  apportioning  revenue 
from  passenger  service  between  (a)  constituent  com- 
panies, (b)  home  and  foreign  companies? 

188.  Draft  journal  entries  recording  upon  the  rail- 
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road  company's  books  and  the  net  amount  receivable 
from  transportation  of  passengers. 

189.  How  are  conductors'  cash  collections  handled 
and  how  are  they  recorded  on  the  company's  books? 

190.  State  the  reason  for  mutilating  passenger  tickets 
when  lifted  by  conductors.  How  are  these  tickets  (a) 
handled,  (b)  audited? 


CHAPTER  XVII 

BAILROAD    ACCOUNTING    (CONTINUED) 

191.  What  radical  distinction  exists  between  account- 
ing for  the  receipts  from  passengers  and  that  of  freight 
earnings? 

192.  What  furnishes  the  basis  of  charges  for  the 
transportation  of  freight?  What  simple  method  is  em- 
ployed in  identifying  the  contents  or  destination  of  each 
loaded  freight  car? 

198.  By  what  indirect  method  is  each  station  agent's 
receipts  and  shipments  of  freight  checked? 

194.  State  the  two  methods  that  prevail  for  account- 
ing for  way  bills.  What  objection  suggests  itself 
against  one  of  the  methods? 

195.  Explain  the  process  of  checking  way  bills  for 
freight  charges,  advances  and  prepayments. 

196.  What  method  similar  to  that  of  department 
store  accounting  is  adopted  by  railroads  in  expedi- 
tiously and  correctly  handling  the  great  volume  of  trans- 
actions? 

197.  Frame  journal  entries  recording  upon  the  rail- 
road company's  books  the  net  asset  receivable  from  the 
transportation  of  freight. 
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198.  How  are  the  cash  receipts  handled  by  a  station 
agent  when  there  are  no  banking  facilities?  How,  if 
otherwise?  Through  what  medium  does  the  control- 
ler's account  fonn  a  check  upon  the  treasurer's  receipts 
from  station  agents  and  conductors? 

199.  How  is  the  accounting  of  station  agents'  re- 
ceipts and  disbursements  accomplished? 


CHAPTER  XVIII 

EAILBOAD    ACCOUNTINO     (CONCLUDED) 

200.  To  what  agency  should  the  uniformity  of  rail- 
road companies'  expenditures  be  attributed? 

201.  Name  the  five  general  accounts  to  which  all 
railroad  companies'  expenditures  are  chargeable? 
What  is  the  primary  purpose  for  the  existing  strictly 
defined  classifications  of  expenditure? 

202.  What  is  imderstood  by  "primary  accounts"? 
208.  Name  the  three  general  capital  expenditure  ac- 

coimts. 

204.  When  a  capital  expenditure  is  made  otherwise 
than  by  direct  payment  of  money,  how  is  such  expendi- 
ture recorded? 

205.  What  method  of  making  payments  is  in  use 
among  railroads?  How  are  invoices  for  supplies 
handled? 

206.  Describe  the  course  of  an  invoice  for  materials 
from  its  receipt  to  payment. 

207.  When  materials  are  purchased  for  future  use, 
what  methods  are  employed  in  the  handling  of  such 
materials? 

208.  Into  what  classes  are  the  pay  rolls  divided?  In 
what  respects  does  the  payment  of  payrolls  differ  from 
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that  of  department  stores?  What  book  entries  does 
the  treasurer's  oflSce  make  in  connection  with  the  pay- 
roll payments? 

209.  How  are  the  payrolls  analyzed? 

210.  Explain  the  manner  of  summarizing  the  various 
operating  expenditures. 

211.  What  is  the  final  step  in  bringing  the  numerous 
expenditures  upon  the  books? 

212.  Draft  a  journal  entry  for  an  overcharge  on  a 
freight  shipment 


CHAPTER  XIX 

STREET  RAILWAY  ACCOUNTING 

218.  What  is  imderstood  by  the  "zone"  system  in 
street-railway  operations?  State  the  underlying  rea- 
son for  the  simplicity  in  the  accounting  of  a  street  rail- 
way compared  with  that  of  a  railroad. 

214.  Explain  the  value  of  cash  registers  in  checking 
conductors'  receipts. 

215.  What  advantage  is  derived  in  the  emplo3naient 
of  "pay-as-you-enter"  and  "pay-within"  cars  (a)  by  the 
company,  (b)  by  the  company  and  the  public? 

216.  Describe  the  various  devices  in  use  to  insure  the 
full  return  of  the  receipts  by  the  street  railway  com- 
panies. 

217.  Explain  the  method  of  dealing  with  exchange 
tickets  and  transfers  and  the  accounting  for  these. 

218.  What  is  understood  in  street  railway  operation 
by  a  "run,"  a  "traffic  peak,"  a  "split-run"?  What  in- 
formation for  the  auditors'  office  does  the  "conductors' 
way-bill"  provide? 
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219.  State  the  methods  employed  in  recording  the 
receipts  as  shown  by  the  car-registers. 

220.  How  are  these  receipts  handled  when  collected? 
Which  method  is  to  be  preferred?  Frame  journal  en- 
try recording  a  day's  receipts. 

221.  To  what  other  system  of  accomiting  do  a  street 
railway,  (b)  steam  railway? 

222.  In  what  important  essentials  does  the  business 
of  an  inter-urban  railway  differ  from  that  of  (a)  street 
railway,  (b)  steam  railway? 


CHAPTER  XX 

MUNICIPAL  ACCOUNTING 

228.  Define  a  public  corporation  and  the  funda- 
mental purpose  for  its  creation. 

224.  What  are  the  principal  economic  differences  be- 
tween a  public  corporation  and  any  other  corporation? 

225.  What  radical  accoimting  differences  exist  be- 
tween these  two  classes  of  corporations? 

226.  As  commonly  used,  what  does  the  debit  side  of 
the  cash  book  of  a  municipality  show? 

227.  In  what  manner  does  the  accounting  of  a  public 
and  private  corporation  differ  as  to  (a)  statements  of 
assets  and  liabilities,  (b)  receipts  and  disbursements, 
(c)  revenue  and  expenditure? 

228.  By  what  method  does  a  municipality  limit  its 
expenditures?  Are  the  appropriations  always  ex- 
hausted?   How  exceeded? 

229.  Name  the  principal  accounting  book  of  a  mu- 
nicipality.    How  are  the  entries  made? 

280.  Describe  the  method  of  summarizing  the  mu- 
nicipal expenditures. 
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281,  Name  some  of  the  receipts  of  a  municipality. 
How  are  they  recorded? 

282.  What  are  the  relations  of  the  "fund  ledger"  to 
the  "appropriation  ledger"?  What  signifies  the  bal- 
ance of  the  (a)  appropriation  ledger,  (b)  fuaid  ledger? 

288.  In  what  respect  does  a  municipal  cash  journal 
differ  from  an  ordinary  cash  book? 


CHAPTER  XXI 

executoe's  woek 

284.  What  is  the  prime  qualification  of  an  executor? 

285.  In  what  respect  does  the  work  of  an  administra- 
tor differ  from  that  of  an  executor? 

286.  Defiine  and  differentiate  the  duties  and  appoint- 
ments of  an  executor,  administrator,  and  trustee. 

287.  What  is  a  will?    How  is  a  will  probated? 

288.  How  does  an  executor  qualify?  Is  an  executor 
always  obliged  to  furnish  a  bond? 

289.  What  are  (a)  an  executor's  sources  of  authority, 
(b)  an  administrator's,  (c)  a  trustee's? 

240.  What  is  the  first  important  duty  of  an  executor 
in  taking  charge  of  an  estate?  What  property  of  dece- 
dent is  not  included  in  the  executor's  inventory?  How 
about  the  decedent's  debts? 

241.  What  is  meant  by  "discovery  proceedings"? 

242.  State  the  responsibility  of  an  executor  with  re- 
spect to  the  property  in  his  care. 

248.  State  the  order  of  preference  in  the  payment  of 
debts,  legacies,  etc. 

244.  State  the  order  in  which  the  executor  pays  the 
debts  of  the  estate.     If  the  personal  property  of  the 
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estate  is  not  suflScient  to  pay  all  the  debts,  what  remedy 
is  open  to  the  executor? 

245.  Define  (a)  general  legacy,  (b)  specific  legacy, 
(c)  demonstrative  legacy,  (d)  a  residuary  legacy. 
When  are  legacies  payable?    Do  legacies  bear  interest? 

246.  What  is  meant  by  an  executor's  accoimting? 
What  does  it  show? 

247.  What  compensation  does  an  executor  receive? 

248.  When  does  a  testamentary  trustee  assume  his 
duties?    What  is  meant  by  "principal'*?  by  "income"? 

249.  Give  a  brief  summary  of  the  detailed  duties  of 
an  executor  from  the  time  he  takes  charge  of  an  estate 
until  its  liquidation. 

CHAPTER  XXII 

ESTATE  BOOKKEEPING  SYSTEM 

250.  What  is  the  ultimate  purpose  of  a  system  of 
estate  bookkeeping? 

251.  State  the  method  of  dealing  with  the  (a)  testa- 
tor's assets,  (b)  the  testator's  debts. 

252.  Name  the  necessary  books  of  an  executor. 

258.  What  special  provision  did  the  testator  make 
in  his  will  respecting  the  executor? 

254.  In  what  class  of  property  would  the  executor  be 
concerned? 

255.  In  the  list  of  assets  given  name  the  first  item  of 


"income." 


CHAPTER  XXIII 

ENTRIES. UNDER  SYSTEM 


256.  In  what  respect  does  a  "memorandum"  journal 
entry  differ  from  a  regular  journal  entry? 
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257.  What  is  the  purpose  of  memoranda  journal 
entries? 

258.  What  entries  does  the  cash  hook  contain? 

259.  What  are  the  executor's  powers  prior  to  the  in- 
suance  of  letters  testamentary? 

260.  How  should  an  executor  ear-mark  funds  of  an 
estate?    Why? 

261.  Why  are  dividends  not  apportioned  between 
"principal"  and  "income"? 

262.  How  are  the  expenses  of  administrating  the 
estate  charged? 

268.  State  in  brief  what  property  constitutes  the 
principal  of  the  estate. 

264.  What  determines  the  reasonableness  of  the 
amount  of  the  funeral  expenses? 

265.  How  should  the  inventory  be  made  up? 

266.  When  are  taxes  charged  (a)  to  principal?  (b) 
to  income? 

267.  Why  is  interest  apportionable  and  not  divi- 
dends? 

268.  How  is  the  testator's  contract  to  buy  realty 
handled  in  the  solution  of  the  problem  given? 

269.  In  what  respect  does  savings  bank  interest  dif- 
fer from  interest  income  on  bonds? 

270.  Under  what  circumstances  will  the  court  permit 
the  expenditure  of  money  for  repairs  of  personal 
property? 

271.  When  may  the  executor  make  advance  pay- 
ments to  legatees? 

272.  State  the  order  in  which  the  executor  may  pro- 
ceed in  disposing  of  personal  property. 

278.  State  the  principal  under  the  amount  realized 
from  the  sale  of  the  real  property. 
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274.  How  is  the  transfer  tax  handled  in  the  books? 
By  whom  is  it  paid?     To  whom  is  it  charged? 

275.  Is  an  executor  personally  responsible  for  losses 
by  burglary?  When  is  a  burglary  loss  chargeable  to 
"income"  and  when  to  "corpus"? 

276.  What  are  the  proper  entries  when  an  executor 
sells  bonds  belonging  to  an  estate? 

277.  Is  an  executor  personally  liable  when  the  bank 
wherein  he  made  estate  deposits  fails?. 

278.  How  are  the  miscellaneous  payments  of  Aug. 
16  (page  882)  entered?  Why  should  the  money  re- 
ceived for  real  estate  sold  Aug.  80  be  given  to  C.  Y.? 

279.  To  what  accoimt  should  the  executor  debit  divi- 
dends, paid  on  testator's  stock?  Why  should  two 
trustee  accounts  be  created? 

280.  How  should  payments  of  inheritance  tax  be  en- 
tered? 

281.  Is  the  interest  of  a  deceased  in  a  partnership 
venture  an  asset?     If  so,  is  it  "income"  or  "corpus"? 

282.  What  items  constitute  expense  "income"? 
288.  What  entries  are  to  be  made  in  the  books  of  an 

estate  by  the  executor  preceding  the  preparation  of  his 
accounting? 

CHAPTER  XXIV 

FINAL  ACCOUNTING 

284.  What  is  meant  by  "final  accounting"?  What  is 
the  meaning  of  the  term  "judicially  settled"? 

285.  Is  a  final  accounting  conclusive  in  every  in- 
stance? 

286.  When  is  a  final  accounting  to  be  filed? 

287.  What  is  the  procedure  in  a  final  accounting? 
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288.  Is  there  a  prescribed  form  for  the  accountings  by 
an  executor? 

289.  Is    an    executor   always    required   to    append 
vouchers,  when  he  renders  the  final  accounting? 

290.  What  is  the  New  York  form  of  accounting? 

291.  Consult  the  summary  on  page  421  and  explain 
each  item. 

292.  What  is  the  decree  of  distribution  and  what  does 
it  direct? 

298.  To  what  account  are  the  expenses  for  accounting 
debited? 

294.  Why  cannot  the  allowance  to  the  executor  be 
entered  as  a  disbursement? 

295.  How  are  the  executor's  commissions  computed 
in  New  York  State? 

296.  Why  is  the  interest  on  legacies  a  charge  against 
income? 

297.  What  are  the  closing  entries? 

298-9.  What  are  the  entries  for  payments  to  trustee 
on  principal,  and  for  the  distribution  of  assets? 

800.  How  are  payments  to  trustee  on  income  en- 
tered? 

801.  What  are  the  final  acts  of  the  executor? 
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Economy  in  operation.  111. 
Errors  In  posting,  bank  is  liable 

for,  110. 
Errors,  prevention  of,  109-110. 
Essential  features  of,  109. 
General  Journal,  kinds  of,  194-5. 
*•  <«      objections  to^  194. 

«      ledger,  109,  193^ 
«•         <«    daily  entries  in,  193. 
•^Individual  deposits,"  193. 
Journal  credits,  117-118. 
Notes  discounted,  118-119. 

••  *  for   collection, 

iia 

Notes  discounted,  for  loans,  118- 
119. 

Savings  banks  and,  131-9. 

Trust  companies  and,  198-131. 

Verification  of  accounts,  133. 

Volume  of  business,  111. 
Bank  distinguished  from  trust  com- 
pany, 198-9. 
Banking, 

Capital,  108. 

Deposits,  how  made,  108-9. 

Loans  and  discounts,  108. 
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Beer  stainps»  See  Brewery  account- 
ing. 
Brewery  Accounting, 
Advances  to  customers,  151-3,  166. 
Bank  deposits,  154-6. 
Beer  stamps,  143. 
Billing,  146-0. 
Cash  book,  151. 

«*     niceiyed,  151-4. 
Qieck  disbursements,  154-6. 
Collection  sheets,  153. 
Collections,  records  of,  149-151. 
Contract  record,  136. 
Customers'  ledger,  explanation  of, 

146-7,  156. 
Delivery,  143-4. 

**         sUp,  146. 
General  ledger,  158-160. 
Goods  on  hand  and  received  rec- 
ord, 130-140. 
'Kjoods     received*'    memorandum, ' 

138. 
Government  record,  143. 
Invoice  book  and  cash  book,  143. 
••         "     definition  of,  141. 

*         *     division  of,  141. 

<*         **     debits     and    credits, 

141-9. 
Invoice  book,  entries  in,  141. 

*•         **     unpaid  invoices,  141- 

9. 
Invoice   book,   when   invoices    are 

paid,  141-9. 
Journal,  entries  In,  158. 
P.   S.   accounts.   See  Advance  to 

customers. 
Purchase     Journal,     See     Invoice 

book. 
Reports  to  government,  135-6. 
Sales  book,  146. 
Stock  book,  entries  in,  139. 

••        *      value  of,  139. 

•       card,  138. 
Sundry  debtors  ledger,  156-7. 
Trial  balance,  163. 
Brewery  Business, 
Federal  tax,  135. 
Government  control  of,  135. 


Brewery  Business — {eontinusd'). 

Peculiar  conditi<ms  of,  135. 

Reports  to  government,  135-6. 
Building  and  loan  associations. 

Auctioning  loanable  funds,  IS.. 

Avoiding  friction,  13. 

"Book  valuer"  9. 

Capital  of,  8. 

Computation  methods,  94r-6. 

Dayton  plan,  types  of,  10. 

Deciding  on  desirability  of  loans, 
11. 
Building  and   loan   association,   or- 
ganization, 

**£quated  time,"  8. 

Face  value  of  share,  8. 

First  organisation,  7. 

How  different  from  savings  bank, 
7-«. 

Installment  payments,  8. 

Loans,  19-13. 

Maturing  of  stodc,  8. 

Ohio  plan,  10. 

Origin  of  business,  7. 

Security  for  loans,  19. 

Serial  plan,  9-10. 

Terminating  plan,  9. 

Two  main  characteristics,  8. 

Types  of,  9. 

When  par  value  and  book  value 
are  the  same,  99-80. 

When  successful,  11. 

Withdrawal  plans,  30. 
**  value,  93. 

Building   and  loan   association,   ac- 
counting systems  of. 

Accumulation  of  profits,  50-1. 

Annual  report,  44-5. 

•*  •*     preparation  of,  46. 

Auditing  committee,  49. 

Cash  account,  47-8. 
**  •*         from  previous  year, 

47. 

Cash  book,  credit  side  of,  37. 
«  «*  debit  side  of,  37. 
**    operations,  31. 

Distribution  of  profits,  by  partner- 
ship plan,  53-55. 
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Building  and   loan  association,   ac- 
counting systems  of,  (continued). 
Distribution  of  profits,  by  Dex- 

ter's  rule,  55-56. 
Equating  payments,  51. 
First  steps  of,  48-9. 
Legal  provisions  for,  31. 
Loan  register,  37-6,  48. 
Nature  of  accounts,  31. 
Pass  book,  39. 
Principal  books,  31-9. 
Purposes  of,  49-50. 
Report  of  previous  year,  46-7. 
RoU  book,  39-9. 

Statement    of    receipts    and    dis- 
bursements, 50-1. 
Statement  of  assets  and  liabilities, 

50-1. 
Subscription  blank,  39. 
'^otal  average  investment,"  57. 
Tracing  discrepancies,  59-3. 
Treasurer's       autlK)risation       for 

money  drawn,  37. 
Withdrawals,  4a 
Building  and  loan  association,  dis- 
tribution of  profits, 
Pexter's  rule,  97-8. 
Partnership  plan*  97-^. 
United    States    Commissioner    of 

Labor  report,  99. 
Terminating  plan,  91-9. 
Building  and  loan  association,  loans. 
Application  for,  16. 
Assignment  of  security,  16. 
By-laws,  regarding,  14-15. 
Building  and  loan  association,  types 
of, 
Ohio  or  Dayton  plan,  10-11. 
Permanent  plan,  10. 
Terminating  plan,  9. 
Bureau   of   Inspection   and   Super- 
vision of  Public  OiBces  of  Ohio^ 
356. 
Buyer,  See  Department  Store. 
Buying  by  department  stores,  See 
Department  store. 


Cash  book  in  general  accounts,  4. 
Cashier's  check,  119,  190. 
Certification  of  checks,  190, 199,  198. 
C0$M  qu0  trust,  definition  of,  367. 
a  O.  D.  sales,  180^5, 194. 
Credit  business. 

Cost  keeping,  5. 
**     of  products,  5. 

Selling  organisation,  5. 


Delivery  service  of  department  store, 

169-70. 
Department  store, 

Advertising  advantage  of,  165-6. 
Aisle  manager,  176. 
Annual  report,  901. 
Auditing  cash  sales,  185-6. 

**        problem,  185. 

**       purchases,  179. 

**       sales  other  than  credit, 
193. 
Balance  report,  188-190. 
Basis  of  accounting  system,  174. 
Billing  to  customer,  193. 
Bookkeeping  department,  176. 
Borrowing  methods,  16B-9. 
Branch-ofllces,  179-3. 
Buyers'  methods,  170-1. 

"        responsibility,  170. 
Buying  methods,  170-1. 
Cash  sales,  183. 
Cashier's  report,  190-1. 
Cashier's  duties,  188-191. 
C.  O.  D.  sales,  180-5,  194. 
Credit  of,  higher,  166-7. 
Customers,  193. 
Delivery  service,  169-70. 
Departmental  analysis,  179. 
**  manager,  175. 

Discount  of  notes,  167-9. 
Each  department  separate,  195. 
Economic  advantage  of,  164-^5. 
Expenses,  194-5. 

<*         suoDunary      sheet      pf^ 
l95-«. 
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Department  SU>n—(eantiHued). 

Financial  operations  of,  168-9. 

General  manager,  170,  175. 
"        office,  175. 

Goods  received,  177. 

Invoice,  handling  of,  177. 
*"       sheet,  179. 

Invoices,  payment  of,  178. 

Note  brokers  and,  169. 

Order  sheet,  176. 

Ordering  system,  176-7. 

Organization  of,  164. 

Post-season  orders,  171-^. 

Purchase  manager,  176. 

Purchases,  auditing  of,  179. 

Requisitions,  168. 

^'Returns  and  allowances,"  179. 

Sales  bode,  189-3. 
••      system,  18<>-«. 

Single-line  houses  compared  with, 
166-7,  171-«. 

Special  sales  in,  165. 

Transfer  sales,  186. 

UnflUed  orders,  176-7. 

Verification  book,  184. 
Deposit  slip,  119-113. 
Discount  of  notes.  See  Bank  account- 
ing. Department  store  account- 
ing. Brewery  accounting,  etc 


"Equated  time,"  8. 

Estate  Bookkeeping  system. 

After-acquired  assets,  388-9. 

Bank  deposits,  legal  regulations  in 
regard  to,  395. 

Bonds,  sale  of,  401-^. 

Burglary,  400. 

Cash  book,  386. 

Current  bookkeeping,  377. 

Dividends,  387-6. 

Early  duties  of  executor,  38^7. 

Entries  before  accounting,  406-S. 

Executors'  account,  407. 

Expense  income,  406. 

**         principal,  explanation  of. 


Estate  Bookkeeping— (eonltiitt^). 
Explanation  of  methods  used,  383. 
Funeral  expenses,  entries  for,  389- 

90. 
Inheritance  tax,  399. 

••  •      payment  of,  404- 

5. 
Interest  duties,  393-4. 
Inventory,  entries  of,  390-1. 
Legacies,  payment  of,  396-7. 
Legal  relations  of  inventoxx,  391. 
Letters  testamentary,  386. 
Memorandum  journal,  383-6. 

ledger,  399. 
Mon^  received,  387. 
Partnership,  how  dissolved,  405. 

*"  interest,  405. 

Payments  on  tlie  trust,  403-^ 
Payments,  378. 

Personal  property,  repairs  tob  396. 
Personalty,  sale  of,  397. 
Receipts,  377-8. 
Savings  bank  interest,  39^-5b 
Special  payments,  409-& 
Taxes,  399-3. 
Testator's  contract  to  buy  realty, 

394. 
Testator's  contract  to  sell  realty, 

398-9. 
When  executor  and  trustee,  378-9. 
Will,  a  typical  illustration  of  a, 

379-83. 
Executor, 
Accounting  by,  374. 
Appointment  of,  368. 
Authority  of,  369. 
Definition  of,  367. 
Duties  of,  374. 
QuaUfyhig  of,  368. 
Remuneration  of,  370. 
Executor,  woric  of. 
Accounting,  374. 
Administrator,  367. 
Assets,  collection  of,  370. 

*•        custody  of,  370. 
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Executor^  (continued). 
Cestui  que  truet,  367. 
Debts,  payment  of,  371-9. 
Duties  of,  367-8. 
Executor  defined,  367-0. 
Expenses,  371. 
Funeral  expenses,  371. 
Importance  of»  366. 
Inventory,  369. 
Legacies,  explanation  of,  373. 

*      .   payment  of,  379-8. 
Legal  regulations,  375-4. 
Probate,  368. 

Qualifying  of  executor,  368-9. 
Remuneration,  374. 
Sources  of  authority,  369. 
Summary  of,  376. 
Testamentary  trustees,  duties  of, 

374. 
Treatment  of,  366-7. 
Trustee,  definition  of,  367. 
Will,  definition  of,  368. 


Final  accounting— (eon^tntMd). 

Time  of,  419. 

Typical,  499-5. 

Vouchers,  490-1. 
Fire  Insurance  accounting. 

Agency  accounting,  104^. 
**        commissions,  106. 

Balance  sheet,  107-8. 

Cash  book  entries,  107. 

Distinguished  from  life  insurance, 
97. 

Illinois  statute,  101. 

Pennsylvania  law,  100. 

Principal  books,  97. 

Profits,    method    of    ascertaining, 

Reserve,  calculation  of,  100-3. 
**        legal     regulations     con- 
cerning, 100. 

Reserve,  state  insurance  commis- 
sioner, 100. 

Similarity  to  life  insurance,  97. 

Two-year  policies,  99. 


Final  accounting. 

Accounting  by  executor,  418. 

Assets,  distribution  of,  499. 

Classification  of  principal  and  in- 
come, 491-5. 

Closing  entries,  499. 

Commissions,  496-8. 

Distribution,  decree  of,  495-6. 

Effect  of,  418-9. 

Executors'  allowance,  496. 

Expenses  of,  496. 

Form  of,  490. 

Interest  on  legacies,  498-9. 

Legal  regulations,  419. 

M.  N.,  a  typical  accounting,  490-1. 

New  York,  form  of,  490. 

Payments  on  income,  430. 
**         to  trustee,  499. 

Procedure  in,  419-90. 

Separation   of   principal   and  in- 
come, 491-49. 

Summary  of,  491, 


Gas  accounting, 

American   Gas   and  Light   Asso- 
ciation, 949. 

By-products,  906-7. 

Cash  book,  credit  side,  995. 
**     debits,  posting  of,  990. 

Classification  of   accounts,  903^, 
941-^. 

Coke  residual,  907-8. 

Consumer's  ledger,  914. 

Consumption  record,  905-6. 

Daily  cash  receipt  book,  915. 

Gas  bill,  914^. 

General    cash    boolc,    debit    side, 
915-16. 

General  ledger,  909. 

Inventories,  941. 

Measuring  gas,  909. 

Meter  measures,  909-10. 

Pay-rolls,  991-5. 

Posting  cash  debits,  990-L 

Principal  booliis,  909, 
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Gas  accounting — (eantifiMed). 
Problems  of,  903. 
Pn^t  and  loss  statement,  986. 

u         u      u  "and  trial 

balance,  835-941. 
Purchases,  905. 
Slot  meter,  910. 
Supplies,  905. 
Trial  balance,  991MM1. 
Uniform  system  of,  949. 
Voucher  payments,  906. 

H 
Hepburn  Rate  Law,  311. 


Insurance  business. 
Averages,  law  of,  58. 
Basis  of  life,  58. 

••       ••fire,  58-9. 
Laws  governing,  59. 
Pennsylvania  laws,  59  et  seq. 
See  Pennsylvania  laws.  Mutual 
companies,  etc 
Int^hirban  railroad.  See  Street  rail- 
road accounting. 
Interstate     Commerce    Commission, 
943-5,  985,  311,  350. 


Ledger  in  general  accounts,  4. 
Life  insurance. 

Actuarial  Ubles,  79-3. 

"Cost  of  insurance,*'  See  Natural 
premium  plan. 

Death,  probability  of,  G7-8. 

Essentially  mutual  proposition,  68. 

Fraternal,  69-70. 

«  criticisms  of,  70-1. 

Level  premium  plan,  68-9,  71. 

-Loading,"  73. 

MortaUty  Ubles,  65-6,  74. 

Natural  premium  plan,  68-9. 

New   York  Life   Insurance  com- 
pany, exhibition  by,  74. 

Premiums,  calculation  of,  67-8. 


life  Insurance — (continued). 
•*Re8erve,''     See    Level     premium 

plain. 
Reserve,  elements  of,  79-3. 
a  liablUty,  78, 

-  mortality  Ubles,  74. 
••        operation  of,  79-S. 

-  sUte  insurance  conmiis- 
sioner,  78. 

Whole  life  policy,  79. 
Life  insurance  accounting. 

Annual  report  and  the  books,  87. 
••  "      divisions  of,  87. 

••  -to  policy  holders* 

85-7. 

Annual  report  to  sUte  insurance 
commissioner,  87. 

Cash  business,  79. 

General  cash  journal,  columnlsa- 
tion  of,  80. 

General  ledgers,  80-1. 

«  **       postings  to,  81. 

Investments,  83-4. 

Loose-leaf  ledger,  advanUges  of, 
158. 

Mathematical  reserve  to  be  main- 
Uined,  83. 

Memorandum  account,  appropria- 
tion ledger,  355. 

MortaUty  Ubles,  65  et  seq.,  77-6. 

Non-ledger  accounts,  how  classi- 
fied, 87-8. 

Other  records  of,  85. 

Overdue  premiums,  83. 

Policy  holders'  ledger,  81. 

Principal  books,  79-80. 

M 

Municipal  accountings 
Basis  of,  354. 
Bond  issues,  354-5. 
Bureau  of  Inspection  of  Ohio,  356. 
Cash  book,  354. 

"     journal.  361-^ 
Creditors,  359. 
Fund  ledger,  355. 
Mmiicipality's  expenses,  355. 


Digitized  by 


Google 


INDEX 


467 


Municipal  accounting — (continued). 
No  balance  sheet,  354. 
Public  corporation  defined,  351. 
"  «  distinguished 

from  private,  351-3. 
Recapitulation  of  expenses,  356-7. 
"Receipt  journal,"  359. 
Receipts,  359. 

Revenue  of,  compared  with  that 
of  private  corporations,  353. 
Mutual  companies. 
Guarantee  fund,  6S-4. 
How  organized,  6^-4. 


N 

Note  brokers.  See  Bank  accounting, 
Department  stores,  etc 


P. 


Partnership,  See  Estate  bookkeeping 

systems. 
Pennsylvania  insurance  law. 
Approval  of  governor,  60-1. 
Capital  stock,  60. 

••  "      how  mvested,  60-9. 

*•  "      supervision        over, 

61-9. 
Dividends,  69-3. 
Increase    in    capital    stock,    how 

done^  63. 
Investment  of  excess  funds,  60. 
Real  estate  holdings,  69. 
Subscription  books,  60. 
Violation  of  rules  by  company,  60. 
P.    S.    accounts.    Sec    Brewery    ac- 
counting. 
Public  service  corporation  accounts, 

unique  problems  of,  6. 
Public  utilities  corporation. 
Books  of  accounts  of,  6. 
Consumer's  ledger,  6. 
Customer's  ledger,  6-7. 
Legal  classification  of,  6. 


R 

Railroad  accounting. 
Administrative  organisation,  94>7-0. 
Advance  charges,  994. 
Agents'  accounts,  308. 

daily  report,  951-3. 
**  monthly  report,  971. 
•*  •*        freight       report, 

SOO-1,  305. 
Agents*  reports,  way-bill,  994. 
Apportionment  of  earnings,  971-9. 
"  revenue,    985-8. 
Auditor's    journal    entry    report, 

396. 
BiUing,  946. 

Books  of  record,  300-6. 
Capital  account,  315. 
Cash  collected  by  conductors,  989. 

"     receipts  of  agents,  306-8. 
Classification  of  capital   account, 

311,  315-16. 
Qassification  of  tickets,  949-50. 
Complicated  system  of,  945-6. 
Comparison  of,  998. 
Conductors,  collections  by,  989. 
Departmental  apportionment,  946. 

"  duties,  947-9. 

Disbursements,  311  et  seq. 
Earnings,  apportionment  of,  971-^. 
Expenditures,  946-7. 
Expenses  of  operation,  311. 
Freight  transportation,  944-5. 
"  **  compared 

with  passenger,  993. 
General  operating  expenses,  311  et 

seq. 
General    superintendent's    report, 

399-3. 
Hepburn  Rate  Law,  311. 
Interdivisional  sales,  971. 
Interline  tickets,  985. 
Interstate  Commerce  Conmiission, 

943-4,  985,  311. 
Maintenance  of  way  pay-roll,  394. 
Making    voucher    payments,    318^ 

399. 
Movement  of  freight,  900, 
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Railroad  aocounting — (continued). 
Passenger    accounting    compared 

with  f  reight»  980. 
Passenger  transportation,  344. 
Pay-roll,  383-n6. 

''Pay-roll  checks  account,*'  393. 
Pennsylvania  system,  845-8. 
Primary  accounts,  319-13. 
Railroad  business,  943. 
Record  of  freight  transactions,  998. 
Revenue,  apportionment  of,  985-8. 
SUtistical  ledgers,  986. 
Sources  of  revenue,  943-4. 
Ticket  invoices,  951. 

**       requisitions,  950-1. 
Tickets,  kinds  of,  949-50. 

**        turned  in  by  conductors, 

989-4^9. 
Unusual  costs,  995. 
Volume  of  transactions,  998-300. 
Voucher  payments,  999. 
Way-bill  accounting,  994^. 
Way-bills,  connecting  lines,  998. 
**         discrepancies  in,  998. 


Street      railroad      accounting — con- 
tinued). 

Collections,  reports  of,  341. 

Conductor's  way-bill,  334-5. 

Disbursements,  348. 

Fare  collections,  339-^. 

Interstate  Commerce  Commission, 
350. 

Interurban  railways,  348,  350. 

••Receivers,"  341,  .34^-4.  . 

Record  of  register,  341. 

''Register  statement,"  341. 

"Run,"  a,  336. 

Steam    railroad    accounting    com- 
pared with,  348. 

"Traffic  peaks,"  336. 

Transfers,  333-4. 

"Zone"  register,  331. 


"Traffic  peaks,"  336. 

Trust  companies.  See  Banking  and 

Bank  accounting. 
Trustee,  definition  of,  367. 


S 

Savings  banlcs. 

Compared  with  building  and  loan 
association,  7-€. 

Purposes  of,  7. 

See  Banking  and  Bank  account- 
ing. 
Street  railroad  accounting, 

"Cash  on  spot"  business,  348. 

Cash  register,  331-9. 

Checking      conductor's      honesty, 
339-8. 


U 

United  States  Commissioner  of  La- 
bor report  on  distribution  of 
profits  of  building  and  loan  as- 
sociations, 99. 

W 

WiU,  definition  of,  368. 


"Zone"  register,  331. 
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